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TAX DEBT COLLECTION ISSUES 


THURSDAY, APRH. 25, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Oversight, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:39 a.m., in room 
1100, Longworth House Office Building, Hon. Nancy Johnson 
(Chairman of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 


( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON OVERSIGHT 

FOR IMMEDIATE RELEASE CONTACT: (202)-225-760I 

April 17, 1996 
No. OV-12 


Johnson Announces Hearing on 
Tax Debt CoUection Issues 


Congresswoman Nancy L. Johnson (R-CT)« Chairman of the Subcommittee on Oversight 
of the Committee on Ways and Means, today announced that the Subcommittee will hold a 
hearing to examine a number of tax debt collection issues, including: (1) the status of the Internal 
Revenue Service (IRS) accounts receivable inventory; (2) issues relating to the use of private 
collection ^^encies to collect delinquent Federal tax debts; (3) provisions in H.R. 2234, the "Debt 
Collection Improvement Act of 1995" relating to IRS levy authority; and (4) H.R. 757, relating to 
Federal tax refund offset authority for purposes of collecting delinquent State tax debts. The 
hearing will take place on Thursday, April 25, 1996, in the main Committee hearing room, 
1100 Longworth House Office Building, beginning at 9:30 a.m. 

In view of the limited time available to hear wimesses, oral testimony at this hearing will 
be heard from invited witnesses only. However, any individual or organization not scheduled for 
an oral appearance may submit a written statement for consideration by the Subconunittee and for 
inclusion in the printed record of the hearing. 

BACKGROUND : 

The IRS accounts receivable inventory is composed primarily of delinquent taxes owed by 
individuals, corporations and other taxpayers. At the end of fiscal year (FY) 1995, IRS gross 
accounts receivable equaled ^proximately $200 billion, of which 28.5 percent ($56.9 billion) 
reflected accrued interest and penalties. This is a $29 billion increase over the FY 1994 balance. 
For the past several years, both the General Accounting Office (GAO) and the Office of 
Management and Budget have identified accounts receivable as a high risk area for the IRS. 

To enhance the IRS's efforts to collect delinquent taxes, GAO has recommended that the 
IRS test the use of private collection companies to support its collection efforts (see 
e.g., GAO/GGD-93-67, GAO/HR-95-6). The FY 1996 Treasury, Postal Service and General 
Government appropriation (P.L. 104-52) directed the IRS to use $13 million of the funds 
appropriated for Tax Law Enforcement to conduct a pilot demonstration project on the use of 
private collection agencies to secure delinquent tax debt. IRS issued a "Request for Proposals" on 
March 5, 1 996, to solicit bids from private collection fimis and attorneys for contracts to perform 
certain IRS tax debt collection activities. 

H.R. 2234, the "Debt Collection Improvement Act of 1995" contains provisions to enhance 
the IRS's current authority to collect delinquent tax debt by establishing an automated levy system 
whereby the IRS would levy upon non-means tested Federal payments. Currently, the IRS has 
authority to levy upon property (including wages, salary, and other income) to satisfy delinquent 
tax debt. However, the IRS does not have an efficient, cost-effective process in place with which 
to identify delinquent taxpayers receiving Federal payments or to expedite issuance of notices of 
levy upon Federal departments and agencies making payments to delinquent taxpayers. 

H.R. 757, introduced by Congressman Andy Jacobs (D-IN), would expand the authority 
under Internal Revenue Code section 6402 to allow for offset of Federal tax refunds to satisfy past- 
due State taxes. 
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FOCUS OF THE HEARING : 


The Subcommittee will examine the composition of the IRS accounts receivable and the 
effectiveness of measures put into place over the past several years to improve its management of 
the receivables inventory. 


The Subcommittee will also examine issues relating to outsourcing certain Federal tax debt 
collection activities, including: (1) the IRS's pilot private collection demonstration project; 

(2) legal issues relating to outsourcing, including consideration of which tax debt collection 
activities carried on the IRS are "inherently govenunental" and must be performed by Federal 
employees, and measures needed to ensure taxpayers' privacy rights; (3) the types of activities that 
can be outsourced to private collection agencies; (4) the experience at the State level of out- 
sourcing the collection of State tax debts; (S) options for compensating private debt collectors for 
tax debt collection services; and (6) the effect of using appropriated funds for private debt 
collection services instead of additional fundittg for collection efforts by IRS personnel. 


In addition, the Subcorrunittee will consider the ramifications of provisions in H.R. 2234 
to enhance the IRS's current authority to collect delinquent tax debt by establishing an automated 
levy system, and issues relating to expanding the authority under Code section 6402 to allow for 
offset of Federal tax refunds to satisfy past-due State taxes. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS ; 


Any person or orgattization wishing to submit a written statement for the printed record of 
the hearing should submit at least six (6) copies of their statement, with their address and date of 
hearing noted, by the close of business, Thursday, May 9, 1996, to Phillip D. Moseley, Chief of 
Staff, Committee on Ways and Means, U.S. House of Representatives, 1 102 Longworth House 
Office Building, Washington, D.C. 20S1S. If those filing written statements wish to have their 
statements disoibuted to the press and interested public at the hearing, they may deliver 
200 additional copies for this purpose to the Subcommittee on Oversight office, room 1136 
Longworth House Office Building, at least one hour before the hearing begins. 

FORMATTING REQUIREMENTS : 

EmS Itttmnt pninM ttr prtaSat to Ac Cowaincc Sy o wttom, ooy wrtttco slotomol or nUUt nboilocd for the prtotea 
rreordor My wrMca coMMcati ii mpaatc to i rc^vest for wriiiM ■•atcoafera to Ike gaMdlMt HMtd bdow. Aay 

•tticanf «r nkiMt m( la eoapllaaet wHk tkm (aUdiaet wtt aai kr ^alMl, kat will kc aaiatalaetf la Ike Coaiaritttc Blto ior rtvhw 
aatf aae ky tkc Caaalttcc. 


I. All Mattaeali lad aay accMtlwaylaf eiklkltt fee pHatiat aaot kc typed la tlafle ipac* «a IrpI the paper aad aay aat 

exceed a total of 16 pofct ladodlaf attaekoKat*. 

1 Copica ofwkokdoeaBcatimkalttcd a* cxklMtaiaterialwfHaotkc accepted (krpetatlai. laitcadoCzkikilBaiertelAoald 
ke rcfcrcaced aad s«otcd or parapkraaed. All eiklktt awtcrlal aat BMctlag ikeae iperllleatloai wW ke aialalaiaed la tke CoaBHtec Hca 
for review aad aK ky foe Co«adtlce. 

3. A wHacac a^cariag at a paMk kcariag, or tab«itda( a atatcaeot for tkc record of a paWfe kcartaf, ar •okalfllat wi Wtc a 
coaiaMata la reapoaac to a pakUaked reqaeat for coaBcaii Wf foe CoaiaiHtee. ataal iadade ea kb atatewat or aabaibdoa a Hat of al 
cHeatc, pcraooa, or ortaalaafloaa oa wkoae kekalf tkc w i ta m appean. 

4. A aappleoieatal tkeet aiaat aceoaipaay cack atatcoMat ibttaf tk* aaaM, foil addrea, a kd c pkaa c aaakcr wkerc foe altam 
or tke deaigaated rcprcaeatatlvc aay kc rcackcd aad a topical oafoac ar caaaary of foe coaacab aad reeoaaeadatlooo la foe foil 
atatcacat Tkta sappleacatal tkeet will aet kc iadaded la foe priatad record. 

The akove rcatrktioat aad Ualtatiaaa apply ody to awterial kda| aakadttcd for priatiaf. Stateaeab aad exkikHa or aappleacatary 
autcrlal aakahted aoldy for dbtrlkatioa to foe Meakera, foe prea aad tke poklk darlaf tkc coorae of a pabtlc keartag auy ke 
takaitted la ofocr feraa. 


Note: All Committee advisories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under 'HOUSE COMMITTEE INFORMATION'. 
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Chairman Johnson. The Subcommittee will come to order. 
Today, the Subcommittee will examine a number of Federal tax 
debt collection issues, including the status of the IRS’ accounts re- 
ceivable inventory; issues relating to the use of private collection 
agencies to assist in the collection of delinquent Federal taxes; pro- 
visions in H.R. 2234, the Debt Collection Improvement Act of 1995, 
relating to IRS levy authority; and H.R. 757, relating to the Fed- 
eral tax refund offset authority for purposes of collecting delinquent 
State debts. 

This hearing is held in furtherance of an exchange of letters be- 
tween the Committee on Ways and Means and the Committee on 
Government Reform and Oversight during the deliberations on the 
Balanced Budget Act of 1995. Representative Steve Horn, Chair- 
man of the Government Reform Committee’s Subcommittee on 
Government Management Information Technology, offered an 
amendment to the Balanced Budget Amendment which embodied 
a modified version of H.R. 2234. A draft version of the Horn 
amendment contains several substantive tax provisions within the 
jurisdiction of this Subcommittee, including provisions relating to 
the IRS’ use of private debt collection firms to assist in the collec- 
tion of delinquent Federal taxes, provisions to give the IRS author- 
ity to impose continuous levies on non-means-tested Federal pay- 
ments, and a provision to expand the Federal tax refund offset au- 
thority under the IRS Code, section 6402, to allow ofisets of State 
tax debts. 

At the request of Chairman Archer, these provisions were deleted 
from the Horn amendment and Ch^rman Archer and Congress- 
man Horn entered into an exchange of letters with the understand- 
ing the Ways and Means Committee would review the provisions 
within its jxirisdiction at its earliest convenience. The issues will be 
examined at the hearing today, including those items that were de- 
leted from the Horn substitute amendment to H.R. 2234. 

Mr. Horn will be testifying at the hearing this morning, as will 
the Ranking Democrat of the Government Management Sub- 
committee, Representative Carolyn Maloney. We welcome them to 
this Subcommittee and before that, we welcome our colleagues 
from this Subcommittee, Hon. Andy Jacobs and Hon. John Ensign, 
who will offer testimony on their bill, H.R. 757, relating to the ex- 
pansion of the Federal tax refund offset authority for State tax 
debts. A similar provision was included in the Horn substitute. 

Today, at this hearing, we will be looking at something that has 
been of great interest to me, personally, and that is the nature of 
what we call uncollectible taxes. Because part of dealing with this 
problem is to begin talking about what is uncollectible in a way 
that is more accurate and more specifically reflects reality; and in 
a way that will better communicate to the public what portion of 
that pot of about $200 billion is collectible, what portion is not, and 
for what reasons under what circumstances. 
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I am interested in making changes in the law that will allow us 
to explain to ourselves, as a society, far more accurately what por- 
tion of the taxes due should have been collected and were not. 

It is a pleasure to have you here, Mr. Jacobs and Mr. Ensign, 
and we will be happy for you to proceed. 

[The opening statements of Ms. Johnson, Mr. Matsui, and Mr. 
Ramstad follow:] 
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Opening Statement of the Honorable Nancy L. Johnson 
Hearing to Examine Federal Tax Debt Collection Issues 


Today, the Subcommittee will examine a number of federal tax debt collection 
issues, including; (1) the status of the Internal Revenue Service accounts receivable 
inventory; (2) issues relating to the use of private collection agencies to assist in the 
collection of delinquent Federal taxes; (3) provisions in H.R. 2234, the "Debt 
Collection Improvement Act of 1995" relating to IRS levy authority; and (4) H.R. 757, 
relating to Federal tax refund offset authority for purposes of collecting delinquent 
State tax debts. 

This hearing is being held in furtherance of an exchange of letters last 
November between the Committees on Ways and Means and Govenunent Reform and 
Oversight. During the deliberations on H.R. 2491 (the "Balanced Budget Act of 
1995"), Representative Steve Horn, Chairman of the Government Reform Committee’s 
Subcommittee on Government Management, Information and Technology, offered an 
amendment to the Balanced Budget Act which embodied a modified version of H.R. 
2234. 


A draft version of the Horn amendment contained several substantive tax 
provisions within the jurisdiction of the Ways and Means Committee, including: (1) 
provisions relating to IRS’s use of private debt collection firms to assist in the 
collection of delinquent federal taxes; (2) provisions to give the IRS authority to 
impose continuous levies on non-means tested Federal payments; and (3) a provision to 
expand the Federal tax refund offset authority under Internal Revenue Code section 
6402 to allow offsets for State tax debts. 

At the request of Chairman Archer, these provisions were deleted from the Horn 
amendment and Chairmen Archer and Horn entered into an exchange of letters with 
the understanding that the Ways and Means Committee would review the provisions 
within its Jurisdiction at its earliest convenience. The issues that will be examined at 
the hearing today include those items that were deleted from the Horn substitute 
amendment to H.R. 2234. 

Mr. Horn will be testifying at the hearing this morning, as will the Ranking 
Democrat on the Government Management Subcommittee, Representative Carolyn B. 
Maloney. We welcome both of you to the Ways and Means Committee. 

The first wimess this morning is our esteemed colleague on the Committee, 
Representative Andy Jacobs, who will offer testimony on his bill, H.R. 757, relating to 
the expansion of Federal tax refund offset authority for State tax debts. A similar 
provision was included in the Horn Substitute. 
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OPENING STATEMENT OF CONGRESSMAN MATSUI 

Subcommittee on Oversight 
Committee on Ways and Means 
Thursday, ^ril 25, 1996 

Today, the Subcommittee on Oversight will be discussing 
several very important issues about IRS's management and 
collection of delinquent tax debts. The public expects not only 
that IRS collect taxes in a fair and equitable manner, but also 
that IRS collect taxes due the Federal Government in an efficient 
manner. I look forward to hearing from the Administration about 
its proposals to streamline the tax debt collection process, as 
well as from State tax commissioners about their experiences in 
collecting delinquent tax debts. 

The IRS's accounts receivable inventory currently is 
approximately $200 billion, which reflects an increase of about 
$29 billion since the end of fiscal year 1994. This level of 
uncollected taxes can not be ignored. It also is important to 
note that more than half of the IRS accounts receivable amount is 
what IRS calls "currently not collectible", and IRS has estimated 
that about $46 billion is "collectible.” 

While it is true that no one loves the tax collector, I do 
think that it is very unfortunate that the fiscal year 1996 
appropriations bill for the IRS cancelled one of IRS's major 
initiatives for collecting delinquent taxes. Specifically, I am 
referring to the Republican's failure to fund the second year of 
IRS's 5-year "compliance initiative” to collect over $9 billion 
in additional revenues. During the first year of the initiative, 
IRS collected an additional $803 million in taxes, more than 
double the amount expected. 

Instead, the Republicans mandated that IRS spend $13 million 
to establish a debt collection "project" using private collection 
agencies and attorneys. IRS will give private collection 
companies tax debt information on 125,000 taxpayers- -individuals 
and businesses- -in Alaska, Arizona, California, Colorado, Hawaii, 
Idaho, Montana, New Mexico, Nevada, Oregon, Utah, Washington, and 
Wyoming, for follow-up contact. 

I want to note that the IRS Commissioner has been quite 
outspoken about her opposition to private debt collection in the 
tax area. The hard-fought taxpayer rights protections that this 
Committee, and particularly this Subcommittee, have developed 
over the past decade should not be cast aside in the search for a 
quick collection fix. Clearly, as IRS implements the mandated 
private debt collection "pilot program, " it is imperative that 
IRS proceed carefully and protect taxpayer rights. At the 
conclusion of its test, I look forward to the results of the debt 
collection contract awards, and Treasury's analysis of the 
appropriateness of using private firms to collect delinquent 
Federal taxes . 
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In addition, the Administration proposes that the Committee 
adopt legislation to allow IRS to establish an automated levy 
process whereby 15% of a non-means-tested Federal payment would 
offset, on a continuous basis, to satisfy a delinquent Federal 
tax debt . While I recognize that IRS currently has broad 
authority to levy against taxpayer assets and income sources, 
including Social Security benefits, the Subcommittee should 
carefully analyze exactly how hardship cases and Social Security 
beneficiaries would be treated under an automated levy system. 

Of significance I should note that the non-tax debt collection 
provisions contained in the final fiscal year 1996 appropriations 
bill, which has been signed into law, provides Social Security 
beneficiaries with a $9,000 annual exclusion, and Veterans with a 
complete exclusion, from administrative offset. I would hope 
that this Subcommittee would carefully consider the underlying 
policy and administrative rationale for providing such 
safeguards, in the context of Federal tax debts. 

Finally, I look forward to hearing from my colleagues about 
the proposed offset of Federal tax refunds for certain State tax 
debts. Currently, more than 30 States, including California, 
offset State tax refunds for delinquent Federal tax debt. The 
States now seek reciprocal treatment from the Federal Government 
which I support . Congressman Jacobs and a distinguished panel of 
State tax administrators are here today to explain the value of 
providing State offset authority against Federal tax refunds, and 
their experience in refund offset programs to date. I personally 
would like to welcome Mr. Gerald Goldberg, the Executive Director 
of the California Franchise Tax Board. 
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Statement of Hon. Jim Ramstad 
Before the House Committee on Ways and Means^ Subcommitt^ on Oversight 
April 25, 1996 

Hearing on Federal Tax D^t Collection 


Thank you, Chairwoman Johnson, for calling this hearing today. 

It’s always important, as we seek to privatize those functions of the 
federal government that can and shoidd be contracted out, to make sure 
we are acting with appropriate deliberation and care. 

While on its face the issue of whether to contract out to private debt 
collection services those cases which the IRS does not have the personnel 
to address seems to make sense — especially given the fact that some 
$200 billion in delinquent debt is currently in the accounts receivable 
inventory — there are clearly complicated issues involved. 

That’s why it is important that this Subcommittee fully investigate the 
issue before recommending to the full committee the implementation of 
private collection of delinquent tax debt. 

I look forward to the testimony of the witnesses and appreciate their 
coming here today to help us better understand the pros and cons of 
private collection. 
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Chairman JOHNSON. Mr. Jacobs 

STATEMENT OF HON. ANDY JACOBS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF INDIANA 

Mr. Jacobs. Thank you. 

The situation calls for me to be brief, Madam Chairman, and 
brief I shall be. The bill is H.R. 757. As far as I know, the only 
question about it is a so-called source tax which was outlawed pro- 
spectively but not retrospectively already and my suggestion is that 
this bill be amended to make clear that the same principal applies 
retrospectively, which is to say that any refund to any citizen of 
any State, a Federal tax refund, which is applied to a State tax 
could not be applied to — I should say a delinquent payment of a 
State tax — should not be applied in cases where that delinquency 
involves a source tax on the part of the State. 

I think that would remove all controversy from the bill and prob- 
ably all opposition to the bill. The whole idea is quite simple. Obvi- 
ously, I am a former police officer who used to celebrate coopera- 
tion among police departments. God knows where we would be if 
we didn’t have that cooperation, and this simply applies the same 
principal to the Federal and State governments. 

Right now, I think 31 State governments allow attachment by 
the Federal Government of refunds to their citizens where there is 
valid claim by the Federal Government for delinquent taxes from 
those respective citizens. So, this would really be a matter of reci- 
procity as far as those 31 States are concerned. It would induce the 
cooperation of other States in the two-way street of instruments to 
recoup delinquent taxes. 

I should add that the bill provides that these are not just delin- 
quent taxes in the opinion of the tax collectors, but where final ad- 
judication has occurred that they are, in fact, delinquent taxes. 

That is about it. 

Chairman Johnson. OK 

Mr. Ensign. 

STATEMENT OF HON. JOHN ENSIGN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEVADA 

Mr. Ensign. Thank you. Madam Chairman. 

I am very happy to hear what my colleague said about the 
amendment. That is the most concerning portion of the bill that af- 
fects residents from the State of Nevada or really any State who 
has people moving there from other States, especially retirees. The 
source tax was outlawed just recently and signed into law. It 
passed unanimously out of both the House and the Senate. 

I recently had several townhall meetings on taxes in my district 
and I can tell you tax collection is one of the biggest issues with 
voters. Anything that concerns the IRS and expanding the powers 
of the Federal Government is very concerning to voters in my dis- 
trict but, also voters, I am sure, across the country. 

It is normally easier for political bodies to raise revenue by in- 
creasing enforcement mechanisms for taxes already in law than it 
is to raise revenue by passing new taxes or increasing current 
taxes. This is not to say I oppose attempts to enforce collection 
from those who have avoided paying taxes legally owed. In fact, in 



11 


the recently passed health care bill, my long-term care amendment 
was paid for by a provision that enforced collection from billion- 
aires who renounced their U.S. citizenship for the purposes of 
avoiding U.S. taxes. 

As Federal legislators, we not only have the right but we have 
the responsibility to ensure our government’s tax collection meth- 
ods are effective, efficient, but also fair. I want to stress the fair- 
ness issue because it is at the root of my concerns with specific pro- 
visions of these bills. On January 10 of this year, as I mentioned. 
President Clinton signed into law the repeal of the source tax. 

H.R. 2234, the Debt Collection Improvement Act of 1995 and 
H.R. 757 contain one provision about which I am very alarmed. 
The provision is that which expands Federal tax refund offset au- 
thority to the States. I understand the Federal Government cur- 
rently has the ability to offset State tax refunds in the States Mr. 
Jacobs mentioned and that these States seek reciprocity. 

Although I have misgivings about the tax refund expansion to 
States in collecting claims from their residents, I will not focus on 
this provision. What I am strongly opposed to are the sections of 
the bill that allow States to grab Federal tax refund checks from 
the residents of other States. 

In my opinion, this would directly contradict the intention of the 
source tax repe^ signed into law less than 4 months ago. And, in 
fact, it would allow States to recoup all past source-tax claims im- 
mediately upon enactment. It would also open up a new loophole 
for States to go after nonresidents. 

As an example, for Federal tax year 1994, the IRS returned a lit- 
tle over $87 billion to individual taxpayers in the form of Federal 
tax refunds. If, as I understand, about one-half of all the refund off- 
sets would be taken from nonresidents, then that means about $44 
billion Eire available to be taken by the States from individuals who 
do not work, live, boat, play in the parks, or drive on the roads in 
the State that is tEixing them. 

In a time of tight budgetary times, such a policy would create 
tremendous incentives for States to look for ways to capture these 
refunds. There is sdso a concern regarding due process. Article V, 
section 1 of our constitution specifically addresses that States will 
interact with each other in full faith and credit. 

My point is that our judicied system currently has a mechanism 
for States to collect claims from residents of other States through 
the courts. While we might agree this is not the most efficient sys- 
tem, I would oppose short-circuiting the judicial system by allowing 
fisc^ly aggressive States to bill my constituents or any non- 
resident. 

As a representative from a State that was deeply affected by the 
source tax, I can tell you we and siny other representatives will 
have to answer letters from constituents who can’t understand why 
another State is taking their Federeil tax refunds. 
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Let us remember that just last week this House passed TBOR, 
the Taxpayer Bill of Rights, which was written and courageously 
passed by you, Madam Chairman and Mr. Matsui. I am sure that 
many would agree we must be very careful in the new ways we 
look to increase revenue collection to ensure we do not create an- 
other tax monster we cannot control. 

Allowing States to tap into refunds of nonresidents or source tax 
2, as I call it, is such a monster, and I urge this Subcommittee to 
oppose it. 

Thank you, Madam Chairman, for allowing me to testify. 

[The prepared statement follows:] 
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STATEMENT OF 

REPRESENTATIVE JOHN ENSIGN 


Before the Committee on Ways and Means 
Subcommittee on Oversight Hearing 
on Tax Debt Collection Issues 


Good Morning Madam Chairwoman, thank you for allowing me the opportunity to testify 
before your subcommittee today on a specific matter in which I am very interested. 

As the subcommittee is well aware, the level of debate surrounding our current system of 
taxation and the methods by which the government collects these taxes is at an all-time high. 

After a handful of town halt meetings back in southmt Nevada 2 weeks ago. I can tell you how 
much interest my constituents have in both these areas because we spent hours discussing it. I 
believe it has raised the level of awareness of all elected officials who are in a position to make 
changes in our tax system. 

It is normally easier for political bodies to raise revenue by increasing enforcement 
mechanisms for taxes already in law, than it i» to raise revenue by passing new taxes or increasing 
current taxes. This is not to say that I oppose attempts to enforce collection from those who have 
avoided paying taxes legally owed. In fact, in the recently passed health care bill, my long-term 
health care amendment was paid for by a provision that enforced colleaion fi-om billionaires who 
renounced their U.S. citizenship for the purposes of avoiding U.S. taxes. As federal legislators, 
we not only have the right, but we have the responsibility to ensure our government’s tax 
collection methods are effective, efficient — but, also fair. 

I want to stress the fairness issue because it is at the root of my concerns with specific 
provisions of these bills On January 1 0th of this year, the President signed into law a repeal of 
the pension Source Tax. For those not familiar with the Source Tax, it was one that Nevada 
legislators had been fighting for years because other states were abusing their ability to collect 
taxes deferred through pensions from prior residents of the state. It amounted to taxation without 
representation because individuals were receiving tax bills from states in which they hadn’t lived 
for years or had never actually lived. This was wrong and its repeal was unanimously voted out 
of the House and the Senate on its way to becoming law 
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H R. 2234, the Debt Collection Improvement Act of 1995, and H R. 757 contain one 
provision about which I am very alarmed. The provision is that which expands federal tax refund 
offset authority to the states. I understand that the federal government currently has the ability to 
offset state tax refunds and that the states seek reciprocity. Although I have misgivings about the 
tax refund expansion to states in collecting claims from their residents, I will not focus on this 
provision What I am strongly opposed to are the sections of these bills that allows states to grab 
federal tax refund checks from the residents of other states. In my opinion, this would directly 
contradict intention of the Source Tax repeal signed into law less than four months ago. In fact, it 
would allow states to recoup all past-due Source Tax claims immediately upon enactment, it 
would also open up a new loophole for states to go afrer nonresidents. 

As an example, for federal tax year 1994, the IRS returned $87.3 billion to individual 
taxpayers in the form of federal tax refunds. If, as 1 understand, about half of all refund offsets 
would be taken by states from nonresidents, then that means that roughly $44 billion are available 
to be taken by the states from individuals who do not live, work, vote, play in the parks, or drive 
on the roads of the state taxing them. In a time of ti^t budgetary times, such a policy would 
create tremendous incentive for states to look for ways to capture these refunds. 

There is also a concern regarding due process. Article V, Section 1 of our Constitution 
specifically addresses that states will interact with each other in “full faith and credit.” My point is 
that our judicial system currently has a mechanism for states to collect claims from residents of 
other states through the courts. While we might agree that this is not the most efficient system, I 
would oppose short-circuiting the judicial system by allowing 6scaliy aggressive states to bill my 
constituents or any nonresident. As a Representruive from a state that was deeply affected by the 
Source Tax, I can tell you that we will have to answo- the letters from constituents who can't 
understand why another state is taking their fi^eral tax refunds. 

Let us remember that just last week this House passed the Taxpayer Bill of Rights, which 
was written and courageously pushed through this body by Ms Johnson and Mr Matsui. I am 
sure that many would agree that we must be very careful in the new ways we look to increase 
revenue collection to ensure that we do not create another tax monster we cannot control. 
Allowing states to tap into refunds of nonresidents, or Source Tax II as I call it, is such a monster 
and I urge the subcommittee to oppose h 

Again, I want to thank you, Madam Gtairwoman, and the other members for allowing me 
the opportunity to testify before the subcommittee. I am available to address your questions 
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Chairman JOHNSON. Thank you, Mr. Ensign. 

Before we proceed to question the two of you, I would like to ask 
our colleague, Mr. Horn, to come forward and make his comments. 
He needs to get back to chair a hearing, so, I would like to hear 
from him. 

STATEMENT FROM HON. STEVE HORN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Horn. Thank you, Madam Chairman, and Mr. Matsui, Mr. 
Hancock and, my good friend, Mr. McNulty. 

I think what you are doing today in reviewing these issues is tre- 
mendously important for the average taxpayer. When we first ex- 
amined this, the IRS situation, it was in the 103d Congress, when 
Gary Condit was my predecessor as Chairman of the Subcommit- 
tee. And, frankly, we were all very disturbed about how the finan- 
cial records are kept and how the agency is managed and so forth. 

When we got into the Debt Collection Act, and as you know 
Madam Chairman, that act is a product of the financial officer’s 
council within the administration. Those are the 24 chief financial 
officers who are working to get a balance sheet for all Federal 
agencies by 1997. We have had the utmost cooperation of the ad- 
ministration, of the chief financial officers. 

This bill that is not before you but is part of the Omnibus Appro- 
priations Act, but does not include anything under the jurisdiction 
of this Subcommittee, that bill came out of my Subcommittee on a 
bipartisan basis, while the Ranking Minority Member and I might 
disagree on one or two things, they probably are the ones before 
this Subcommittee, we have had the utmost cooperation of the 
Democrats on the Subcommittee, as well as the Republicans. 

We want to thank you and your staff, Donna Steele, in particu- 
lar, working with the chief professional staff member on my side 
on this, Mr. Brasher, who is with me this morning, and Chairman 
Archer has been his usual gentlemanly self, because I talked to 
him before I began hearings on this. We hope that you will be able 
to sort out, perhaps more efficiently than we were, the amount of 
debt that the IRS has that it has not collected. 

What shocked me when I got into this was the $100 billion that 
they said. Well, we can’t collect it. At that time, it was $60 to $64 
billion in addition that they said they could collect. Well, I think 
the average taxpayer, when you are filling out your own forms and 
you are paying it and you are working 60 to 80 hours a week to 
find the money to pay the bills, rather resent that we have $100 
or whatever — and some say $200 billion and I am going to let you 
sort that out — ^resent writing their checks when somebody is escap- 
ing with $100 billion that is uncollectible. 

In brief, the total Federal Government debt now that could be 
helped by what you are doing, I hope, and what we have been 
doing is equal to $1,000 per person and child, elderly, whatever, in 
the United States. So, I think we do need to sort it out, and I think 
what you have before you this morning is, frankly, one of the major 
keys to solving this riddle and puzzle. 

The Internal Revenue Service and the Customs Service do not 
have explicit authorization to use private collection agencies. I real- 
ize that is controversial. The employee unions are very unhappy 
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with us. They want to collect the debt. Well, if they had collected 
the debt, we would not be here. They haven’t collected the debt and 
I am willing to give them 30 or 60 days or whatever at first crack 
in collecting the debt but I am not willing, as a citizen — nothing 
to do with being a Member of Congress — I am just not willing as 
a citizen to say. Hey, folks, we are going to leave it only in your 
hands and we are going to have another $100 billion uncollected. 

I think it is a scandal. I think the agency has been mismanaged, 
it is not new. As I said, the financial records and audits when they 
came before us in the 103d, Mr. Cox, who was the Ranking Repub- 
lican on the Subcommittee said. If a corporation brought that bal- 
ance sheet to you, you would have them indicted. And it is a pretty 
sad situation and I hope, together, that your Subcommittee and my 
Subcommittee can help sort some of these things out. 

They say. Well, gee, there is a problem of confidentiality. Well, 
sure, there is. We don’t have confidential tax records turned over 
to the private collectors. You don’t need to do that. All you need 
to do is get the debtor’s name, address, telephone number, and the 
amount of the debt. And you can write the Codes, just as many 
progressive States have done, that you can’t go around saying so- 
and-so owes a tax debt. You knock on the door, you phone them 
up, whatever, and you try to get them into a situation where they 
can work out the payoff of what they owe the people of the United 
States, because that is who it is. It is hurting us when we don’t 
collect that debt. 

And, of course, is this a radical step? I don’t think so. In 1993, 
Mr. Gore’s National Performance Review recommended it in re- 
inventing government. 'Two subsequent administration budgets in 
fiscal year 1994 and 1995, though not the current one, rec- 
ommended it. The fiscal year 1996 Treasury Postal Appropriations 
bill recommended it. The General Accounting Office, our agent, the 
legislative branch to oversee the Federal financial operations, they 
have recommended it. And it is worth noting, that 30 States have 
private debt collectors who go out and collect the tax debt. 

And on that subject, I must say just as an aside, I think Mr. Ja- 
cobs has made an excellent suggestion here and I hope the Sub- 
committee will look favorably on that. We need to have reciprocal 
cooperation between States and Federal Government. 

So, as I mentioned earlier, the management problems at the IRS 
are major. And all of us, appropriations, your authorizing Commit- 
tee, our oversight Subcommittee, we need to work together to help 
the IRS get the proper computer equipment, whatever it takes, to 
help do the job. But we cam’t just say because a few people are 
upset that we can’t go out and collect $100 or $150 billion — and I 
know you are going to sort that out for us today and I wish you 
well on that — ^but Congress also needs to enact a provision for the 
continuous levy of Federal benefits to satisfy tax debts. 
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Now, we are taking good care of the ones that are not under your 
jurisdiction but what got me really started on this is when a person 
that owed the Farmer’s Home Administration $3 million for an op- 
eration he had in northern California, refused to pay it, and was 
given another loan when he took on an office building in Santa 
Barbara and built himself a million dollar home. I just don’t think 
you can escape paying your Federal obligation and go off living 
high on the hog. That is sort of reminiscent of the savings and loan 
scandals. 

So, I wish you well and I support Mr. Jacobs’ bill. I think it is 
absolutely essential if we are going to get the job done that we 
have to have private collectors authorized to do the work. 

Thank you. Madam Chairman. 

[The prepared statement follows;] 
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STATEMENT OF HON. STEVE HORN 

Madam Chairman and Members of the subcommittee: 

We are pleased to be here today to assist in your review 
of IRS' collection practices. Every year IRS 
successfully collects over a trillion dollars in taxes 
owed the government, yet at the same time tens of 
billions more remain unpaid. 

My testimony today discusses the debt collection 
challenges facing IRS and the potential benefits of 
involving private debt collectors in the tax debt 
collection process. 

A number of long-standing problems have complicated IRS' 
efforts to collect its accounts receivable. Of foremost 
concern is the lack of reliable and accurate information 
on the nature of the debt and the effectiveness of IRS 
collection tools. 

Without reliable information on the accounts they are 
trying to collect and the taxpayers who owe the debts, 
IRS agents generally do not know whether they are 
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resolving cases in the most efficient and effective 
manner and may spend time pursuing invalid and 
unproductive cases . 

IRS also does not have reliable data on the 
effectiveness of its collection activities and programs. 
Consequently, it is unable to target its efforts 
specifically to the taxpayer and tax debt in (question. 
IRS is currently trying to capture this data on its 
Enforcement Revenue Information System and other 
computerized systems. However, there are questions 
about the accuracy of the data produced by these 
systems . 

The age of the debts in IRS' accounts receivable 
inventory is also a problem. IRS' inventory of tax debt 
includes delinquencies that may be up to 10 years old. 

As a result the inventory includes old accounts that may 
be impossible to collect. 

In addition, the age of the receivable does not reflect 
the additional time it takes for IRS to actually assess 
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the taxes in the first place. It may be up to 5 years 
from the date the tax return is due before IRS assesses 
the additional taxes. The age factor significantly 
affects the collectibility of the debt because as both 
private and public sector collectors have attested, the 
older the debt, the more problematic collection becomes 

Another factor relating to the collectibility of tax 
debts owed by individuals is source of income. 

Taxpayers earning their income from nonwage sources , 
such as pensions, self-employment, and investments are 
more likely to be delinquent in paying their taxes and 
often owe more than wage earners who have their taxes 
withheld. According to IRS data 74 percent of its 
inventory of tax debts owed by individuals is owed by 
taxpayers whose income was primarily nonwage. The 
average tax delinquency for these taxpayers was about 4 
times greater than that of wage earners--$15 , 800 versus 
$3600. 

IRS collection process is also a problem in that it was 
introduced decades ago, and is generally costly and 
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inefficient. While the private sector emphasizes the 
use of the telephone, a significant portion of IRS 
collections resources are in field offices where 
personal visits are made. 

Updating its computer systems is another challenge 
facing IRS. Modernized systems could provide IRS 
collectors with on-line access to the information they 
need when the need it. Modernized systems would also 
help provide the management information needed to 
evaluate the effectiveness of IRS collection tools as 
well as the ability to adopt flexible and innovative 
collection approaches. 

Moving now to the potential benefits of involving 
private collectors in federal tax debt collection, we 
believe these entities offer the potential for improving 
IRS debt collection practices. In May 1993 we 
recommended IRS test the use of private collectors to 
support its collection efforts. Many states use private 
collectors to supplement their own collection programs, 
thereby taking advantage of private sector capability in 
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managing receivables, gaining access to better 
technology, or avoiding the expense of hiring permanent 
staff . 

Last month as directed in its 1996 appropriations act, 
IRS issued a request for proposals from prospective 
participants in a pilot private debt collection program. 
Under the pilot, the private collectors are to attempt 
to first locate and then contact delinquent taxpayers, 
remind them of their tax debt and inform them of 
available alternatives to resolve the outstanding 
obligation. An important limitation of the pilot is 
that the private collectors will not be able to actually 
collect the taxes owed: rather they will facilitate 
information exchange and contacts between IRS and the 
taxpayer . 

During the pilot, the private collectors will face some 
of the same problems in working the pilot cases that IRS 
employees face. First, these are not new cases. All 
will have already gone through much of IRS collection 
process, and in some cases, the entire process. This 
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means in effect the debt may be 10 years old. The cases 
may also contain some of the other information problems 
we discussed easier. 

Regardless, the pilot could provide useful insight into 
the effectiveness of the techniques and technologies 
used by the private sector. For example, the pilot 
calls for 40 percent of the cases to be those in which 
IRS has been unable to locate or contact the taxpayer. 
The remaining 60 percent are cases in which IRS has 
successfully contacted the taxpayer, but has been 
unsuccessful in securing payment. To the extent that 
the private collectors can locate, contact, and arrange 
for payment on these cases, the techniques used may be 
helpful to IRS. Other useful information could also be 
obtained on what collection actions are most productive 
based on the type of case, type of taxpayer, and age of 
the account. Using the states' experience as an 
indicator, IRS can expect some additional collections 
from its proposed pilot, but not necessarily a 
significant windfall. 
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In closing Madam Chairman, IRS faces many challenges in 
its efforts to improve the management and collection of 
its accounts receivable. The key is to find solutions 
to the underlying causes of the problems that affect 
IRS' ability to collect delinquent taxes. Solutions 
will take time because the problems are pervasive and 
may involve all IRS functions and processes . 

As we have previously recommended, IRS needs to develop 
a detailed and comprehensive long term plan to deal with 
the challenges it faces and their interrelationships. 
With such a plan, IRS could better assure itself and 
Congress that it is on the right track. 

Madam Chairman, that concludes my statement. I would be 
happy to answer any questions the subcommittee may have. 
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Chairman JOHNSON. Thank you, Mr. Horn. 

I appreciate the good work of your Subcommittee on this subject, 
and we look forward to working with you to assure that we have 
a good bill in place. It is very important, I think, to straighten out 
what is what in this area because of the $200 billion in “uncol- 
lected taxes,” about $60 billion is interest and penalties, and about 
$20 billion is taxes that we agreed, in the savings and loan negotia- 
tions, not to collect and about $20 billion is liability that was added 
in when we extended the statute of limitations from 6 to 10 years 
and the likelihood of collecting that debt is very small. 

So, I think we need to really imderstand more clearly what is in 
our $200 billion pie and, therefore, what resources we need, what 
of those resources the government ought to supply, and what the 
appropriate role of the private sector is in helping us better assure 
that ^1 citizens pay their fair share of our government service’s 
costs. 

I do want to just recognize my Ranking Member, Mr. Matsui, 
who has been a really strong ally as we work through a number 
of issues on this Subcommittee. 

Bob. 

Mr. Matsui. Thank you very much. Madam Chairman. 

I want to thank you for c^lii^ these hearings and certainly I 
apologize for being late. I was at a Democratic whip meeting and 
was able to finally get out. I understand you submitted my written 
statement for the record and I appreciate that. 

Is it appropriate now for me to ask a couple of questions? 

Chairman JOHNSON. Certainly. 

Mr. Matsui. Thank you. 

I am just going to ask Mr. Horn and Mr. Ensign — and that is not 
because I just want to talk to Republicans — I am already on Mr. 
Jacobs’ legislation as a cosponsor, so, I won’t need to ask 1dm ques- 
tions. 

But, John, and again, whenever you, from Nevada, bring up an 
issue I always get worried as a Californian. But, let me ask you 
because you raised an interesting point here and I want to under- 
stand it, because I think there may be some legitimacy to it. If, in 
fact, there is a State which is due State taxes and has a judg- 
ment — ^and I don’t know quite how they obtain a judgment — ^but as- 
suming they have a judgment, they would be able to go to the State 
of the residents of the one who is the taxpayer who owes the 
money. I use California and Nevada, it is easier that way. Go to 
Nevada, go to the court system there and then levy on the assets 
of the individual. 

Now, if, in fact, there is a legitimate court decision from Califor- 
nia, what would be the problem of allowing the State of California 
then to get the offset from the Federal Government on Federal 
taxes? It would seem to me you could skip the step of having to 
go to the Nevada court. You can reverse it, but 

Mr. Ensign. From what I understand in this legislation and 
where the problem comes in is that the State of California that lev- 
ies this legally collectible debt, the person has to then go back to 
the State of California and it puts more of the burden on the indi- 
vidual. I am not a lawyer so I don’t know the legal technicalities 
of this, but from the information that I have received, that is a big 
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problem. Now it takes this resident — if they disagree with what- 
ever the ruling is — they have to go to the State of California and 
fight it in court. 

Mr. Matsui. I don’t want to take a lot of time because I know 
we have a number of panels. But assuming that the 

Mr. Ensign. Because right now these are legally collectible debts 
under the courts. 

Mr. Matsui. Right. Assuming the debt is a legally collected debt 
and it has gone through the judicial process in California, then 
they could levy in the State of Nevada. I would imagine that if it 
is a bona fide judgment that it is due anyway. In other words, they 
have already gone through a judicial process. That is the part I — 
I mean I understand you wouldn’t want to put a resident of Ne- 
vada or another State in a position where they would have to con- 
test it across jurisdictional lines necessarily. 

Mr. Ensign. We would certainly be willing to look into this, and 
work and if that is the case, then that is the biggest concern. And 
if that is something we can work out, we would be more than 
happy to. 

Mr. Matsui. I think maybe we are trying to reach the same point 
and I appreciate your raising it though because it could obviously 
be a legitimate issue. 

Steve, can I just ask you one question. In terms of the private 
debt collectors, would you be willing to come up with some stand- 
ards, maybe your Subcommittee in offering to us, because we want 
to ask, obviously, the agencies that same question. What kind of 
standards should we have in terms of the debt collectors? 

You know there are some that are good, some that are not good. 

Mr. Horn. Like confidentiality standards essentially. 

Mr. Matsui. Well, I think cor&dentiality standards, but also oth- 
ers. You know when I was a practicing lawyer, I told this to my 
staff. This goes 20-plus years back. The first thing I did because 

1 was just starting off opening my own office, a debt collection 
agency said, you want to handle our work? And they gave me a flat 
fee, whatever it was, it wasn’t a lot of money then. But after about 

2 months I said I have to get rid of this because it was ruining my 
reputation. Those folks were levying on everyone and making mid- 
night calls. It was a really scary situation. And I probably would 
have been disbarred if I would have kept this firm that I was alleg- 
edly representing, but they were doing bad stuff. 

Since that time, the Unruh Act passed California, so there are 
some built-in protections. But one still needs to be careful because 
some of these folks come and go and would you propose standards? 
Because I would think' that we would need to develop some level 
of standards if, in fact, we did do this in a way that was wide- 
spread. 

Mr. Horn. Yes. I think you are absolutely right. We should have 
standards when we let a Federal contract to do some of the Federal 
business, if you will. We will be glad to work with you on that. 
There has been great progress made in many States. 

You mentioned our own State, where you just don’t do what you 
did 20, 30 years ago. I realize the reputation still sort of sits there 
but it has advanced far beyond that. And they obviously have to 
follow the rules on it, just as the IRS agents would follow the rules 
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on it. It is just simply a matter of management, getting the job 
done, and putting it out. You could bid some of the paper to have 
them bid on it, but we just can’t let it sit there unprocessed, not 
followed up on. That is what concerns me as a taxpayer. 

Mr. Matsui. Thank you. 

Chairman Johnson. Mr. Hancock. 

Mr. Hancock. I don’t think there is any question a lot of people 
are upset about the fact that some people seem to be able to par- 
ticipate in our society without paying their share. I think also the 
people that are paying their share think they are paying way too 
much of a share. 

My question to you would be. How do you envision, when you 
start talking about private debt collection of $200 billion, maybe 
$150 billion, whatever the figure is. How do you envision the collec- 
tors being reimbursed? 

Mr. Horn. I think I can give you one way to do it and this is 
clearly within your jurisdiction. The financial management service 
of the Department of the Treasury has an excellent reputation, I 
think, on the Hill and just by objective observers as a well- 
managed organization. And for the debts that are not collected, re- 
gardless of agency, whether it be Treasury, Agriculture, Edu- 
cation — Education has the second most outstanding debt. If we sent 
the debt that is owed over to financial management, let them re- 
view it, let the contracts. It could be by bid basis. You could retain 
people based on experience that have a proven record, just as you 
would grant any other contract under the Federal Government. 

And it ought to be the quality of work as well as how much you 
collect. Some of this debt is clearly uncollectible. You have a small 
two-person business, it went banl^pt, couldn’t pay the taxes, was 
not paying Social Security, they were using it to be cash flow. We 
have all had those cases in our offices. And we know it exists na- 
tionwide. 

So, somebody has got to analyze that debt, sort it out, and if the 
private sector wants to bid on it that is one way. Retaining agen- 
cies by contract is another way, but you would have to prove a 
record of effectiveness. 

Mr. Hancock. Well, naturally most private debt collection agen- 
cies operate on a percentage of what they collect. 

Mr. Horn. Right. 

Mr. Hancock. I am assuming that that is the same approach 
you would have to take for a government program. 

Mr. Horn. Sure. 

Mr. Hancock. Now, there is another question I would like to 
ask. Here again, it is kind of getting into the technicality of this 
thing. In some cases when you send an individual out to collect a 
debt, if you make the percentage big enough then they have got 
some room to negotiate the collection to get it settled. 

That is where I am having a little bit of a problem. I don’t think 
that we should try to indicate, if there is a $100 billion collectible, 
that the government is going to end up with $100 billion. The gov- 
ernment is not going to end up with it, but instead maybe $50 bil- 
lion, maybe $40 billion, and maybe less than that. 

Mr. Horn. Yes. I would be happy with $5 billion. I just want to 
get something out of it. 
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Mr. Hancock. I suppose that would be correct. 

Mr. Horn. Let me just add something, if I might, Mr. Hancock, 
that one of the things we might also think, and this is clearly 
something you would have to wrestle with here, is an incentive for 
agencies to collect. And we had in one draft — did we get it in the 
final one? What is the percentage, 3? Oh, it is 5, OK. We would 
give the agency that collected this debt 5 percent which they could 
use in their budget. Now, obviously, the Appropriations Committee 
or the authorizing Committee could say. Wait 1 minute, what are 
you going to do with that 5 percent? But we would have it applied 
to things that help in debt collection, such as better computer tech- 
nology. That would give the executive in that agency flexibility to 
really get the system up to speed. 

Mr. Hancock. Well, I agree with that, but let’s don’t put them 
on a commission basis, if you don’t mind. 

STATEMENT OF HON. CAROLYN MALONEY, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Mrs. Maloney. If I could add, Mr. Hancock, I would like to re- 
quest my testimony be put in the record in full, but in response to 
your first question about incentives. It is perfectly legal for the pri- 
vate sector to have incentives in collection of debt but the Tax- 
payers’ Bill of Rights strictly prohibits the IRS from using enforce- 
ment goals or quotas. And also, whereas an IRS agent can be sued 
under the Taxpayer’s Bill of Rights, a private collector cannot be. 

For many years as a member of the city council, I conducted a 
study on what was owed the city. I did the same thing here and 
found that billions of dollars was owed the Federal Government in 
fines, fees, royalties, and then in the IRS. And our bill that we 
have worked jointly on is, I think, an excellent bill, but the one 
area where we do disagree is that I do not believe the Federal Gov- 
ernment should use private collection agencies to collect debt that 
is owed. 

I think we, as a government, can have oversight of the IRS, 
which we have, on ways that they can improve their collection, but 
I feel the people need a trust with their Federal Government, that 
there would be problems about privacy and historically when pri- 
vate collectors have been used it has been one that has resulted in 
a lack of trust and sometimes in a very ugly situation. 

Most private collectors require at least 30 percent of the take. I 
think we can probably get more money in if we improve the tech- 
niques of the IRS. I feel one of the important parts of government 
is to have a trust between people and their government and to 
start using private debt collectors, clearly, violates the Taxpayers’ 
Bill of RigM. 

But I think the bill has many positive parts in it, centralizing 
collection and really commonsense approaches to collecting debt 
that is owed the Federal Government. But I do disagree on that 
one particular aspect. 

[The prepared statement follows:] 
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Testimony of Congresswoman Carolyn Maloney 

Thank you madam Chairwoman, memben of the committ^. I am delighted to be here 
today to talk to you about tax debt collection iswes. Two of these issues are particularly 
important to me: enhancing the IRS’s levy authority and giving the IRS the ability to use private 
collection agencies. 

The first issue I wanted to talk about expanding the IRS levy authority. Congressman 
Horn and I have worked long and hard on a bi|»rtisan debt collection reform bill, HR 2234. If 
passed, this bill would greatly improve the collection of debt across all of the agencies. One of 
the most important debt collection tools that our bill uses is the enhanced IRS levy authority tool. 

Our bill would authorize the Internal Revenue Service (IRS) to automatically levy upon 
non-means tested Federal payments. For example, if a Federal employee was delinquent in paying 
their Federal tax, the IRS could levy a percentage of that employee’s salary. This action would 
help recoup the delinquent tax and it would help reduce the deficit. According to the 
Administration’s estimate, the automated levy provision would reduce the deficit by $1.4 billion 
over 5 years. 

That money belongs to the American people. As Congress continues to cut vital programs 
that benerit millions of Americans. I am plea^ to o^er this positive alternative. 

The second issue involves allowing the IRS to use private collectors which sets a bad 
precedent. This country has never turned over the business of collecting Federal taxes to the 
private sector. The founders of the Constitution thought it was a bad idea, and so do I. Here are 
my concerns: 


The public alrea^ has a low opinion of the IRS - By using private collectors to 
collect personal taxes, the public's perception of the fairness of tax collection 
would only get worse. Private sector coUecton who work on commission are not 
going to care whether their actions antagonize taxpayers, or erode the credibility 
of the IRS. 

Using private collectors clearly violates the Taxpayers Bill of Rights on many 
accounts • Bill collectors could circumvent the intent of the Taxpayer Bill of 
Rights by paying a commission to collectors. Although this is perfectly legal in the 
private sector, the Taxpayer Bill of Rights strictly prohibited the IRS from using 
enforcement goals or quotas. Also, whereas a reckless IRS agent can be sued 
under the Taxpayers Bill of Rights, a private collector cannot be. 

Using private collectors cleariy violates the privacy rights of all taxpayers - 
Many taxpayers would decide to no longer comply once they learn that their tax 
information would be shared by private sector employees who operate outside of 
the Government's confidence. As a result, we may end up collecting less. 

The IRS can collect taxes better than private collectors - The IRS has had 
proven successes in collecting taxes owed. For example, the IRS telephone 
collection efforts yield about $26 collected for every dollar expended. More 
complex and difficult cases dealt with in the field yield about $10 for every dollar 
spent. Reforming the IRS does not mean cutting resources and staff or using 
private collectors, it means making the IRS more easy to use, more modernized 
and more efficiently run. 

The use of private collectors will cost the IRS money and resources - The 
Congress has cut funding levels and has forced reductions in staff for the IRS. 
However, to start up and run private collector programs, the IRS will need 
additional people to provide the necessary management and oversight of 
contractors. 


No one likes to pay taxes, but the majority of the American people know that the system 
now in place aims to strike a balance between protecting the rights and privacy of taxpayers and 
collecting taxes owed. Using private collectors would tip this balance in the wrong direction. 
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Mr. Merger [presiding], Mr. Laughlin, do you have a question? 

Mr. Laughlin. I have a brief question for Congressman Horn. In 
your testimony you were talking about some areas that were going 
to be impossible to collect. I think you used the word, two-man, 
two-person company that went bankrupt. Do you have any sugges- 
tions on whether this debt that is owed the Federal Government 
ought to be identified in some way, and how would you go about 
identifying that debt that is either legally or monetarily, financially 
impossible to collect even in the next 50 years? 

Because it seems to me when we are sitting here talking about 
$150 million, $200 billion owed to the Federal Government, that it 
is deceptive if that figure contains an amount that is impossible to 
collect for whatever reason. 

Mr. Horn. Well, I think we have got to look at the individual 
and their own taxpayer number. I’m not sure they have carefully 
followed up on that. When you have got somebody going out of 
business and suddenly declaring bankruptcy, we are not very good 
at finding when they have popped up again. And if they have 
popped up again and are simply bleeding their creditors and bleed- 
ing the taxpayers and the IRS on our behalf, then I have got a real 
problem, as a citizen, with that kind of conduct. 

You and I know there are just too many people claiming bank- 
ruptcy. Some are very legitimate. We shouldn’t interrupt with that 
chance to reorganize the finances of a business. On the other hand, 
if there is a pattern and a practice of deceit to avoid taxes, then 
we ought to be on top of that. And when the file is cold, it is a little 
hard to be on top of it. 

You need to call when there is a debt, certainly, within 30 days. 
Pretty soon the person has just forgotten they owe you the debt, 
hadn’t heard from you, no decent followup, not even by mail. We 
have got a real mess in this situation. 

That is why I would say I would give the government agency 30 
days. I would be willing to, if you want to give them 60 days, that’s 
fine, but then let’s get to work and get the job done. In fact, let’s 
put them in competition. I think that would sharpen up the Fed- 
eral agencies to be more effective than they’ve been. They have cer- 
tainly not been effective, given the current record. Even if there is 
$100 billion, that would be impossible from the beginning. I don’t 
believe there is a $100 billion from the beginning. I think starting 
in 1990 when they just started forgetting about a lot of this stuff, 
is when our problems began. They began in 1990, 1992, 1993, 1994, 
and 1995, right now. And we need to get it stopped. 

Mr. Laughlin. Thank you very much. 

Mr. Merger. Thank you very much. 

And, Mr. Jacobs, I apologize for not being able to be here for your 
earlier testimony, but I understand you mentioned you would work 
with the Subcommittee on amending your bill, particularly with 
the collection. 

Mr. Jacobs. Absolutely. That’s an exception to the spirit of what 
we already passed. It should have been retroactive. 

Mr. Merger. On the postdue source taxes. 

Thank you very much. 

We do have a vote going, so we will recess. We will come back. 

[Recess.] 
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Mrs. Johnson [presiding]. The Subcommittee will resume. The 
hearing will resume with Cynthia Beerbower, Deputy Assistant 
Secretary for Tax Policy, the U.S. Department of the Treasury; and 
James Donaldson, Chief, Tax Service/Acting Chief Compliance Offi- 
cer, Internal Revenue Service; to be followed by Lynda Willis, Di- 
rector, Tax Policy and Administration Issues, U.S. General Ac- 
counting Office. 

STATEMENT OF CYNTHIA G. BEERBOWER, DEPUTY ASSISTANT 

SECRETARY FOR TAX POLICY, U.S. DEPARTMENT OF THE 

TREASURY 

Ms. Beerbower. Thank you, Madam Chairman. 

I am pleased to appear before you today to discuss some of the 
tax policy issues related to Federal debt collection practices and, in 
particular, the outsourcing of Federal tax debt collection. My writ- 
ten statement addresses each of the particular issues that you have 
asked us to discuss. And so, in the oral testimony I will just sum- 
marize the written testimony that we have already provided this 
morning. 

The administration remains dedicated to protecting the rights of 
taxpayers in connection with our debt collection activities. We have 
worked in a bipartisan effort with this Subcommittee on TBOR, the 
Taxpayer Bill of Rights 2 legislation which, as you know last week 
was approved by the House, by a unanimous vote. Having estab- 
lished these very significant safeguards of taxpayer rights in TBOR 
2, we are concerned these protections could be bypassed by a hast- 
ily conceived outsourcing of Federal tax debt collection to private 
contractors. 

These private debt collectors are not subject to TBOR I, or to 
TBOR 2, or to other provisions of the Internal Revenue Code that 
have been carefully designed over many years by this Subcommit- 
tee and by prior administrations to protect the rights of taxpayers. 

We recognize there is a natural and inevitable tension that arises 
between guarding taxpayer rights and vigorously pursuing tax re- 
ceivables. We appreciate a delicate balance must be achieved be- 
tween urging increased collection productivity to reduce the inven- 
tory of Internal Revenue Service accounts receivable but, at the 
same time, perhaps slowing the process to guarantee that impor- 
tant taxpayer rights and safeguards are secured. 

We would urge the Subcommittee to approach the subject of 
outsourcing Federal tax debt collection cautiously and carefully this 
morning and to evaluate any change in the system to make sure 
it is consistent with our shared concerns for taxpayer protections. 

Tax collection is a unique area. Its uniqueness is reflected in the 
many checks and balances that are written into our current law to 
limit how the IRS must conduct collections. Not just the Taxpayer 
Bill of Rights, the two of them, but other provisions of the Internal 
Revenue Code that protect the unique and often, very private na- 
ture of information that is supplied to the government on one’s tax 
return. Current government procurement law dictates certain col- 
lection activities are highly discretionary and they may not be able 
to be contracted away from Federal employees. The Prompt Deposit 
Act will constrain methods of compensating private contractors. 
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A key element of any proposal to privatize tax debt collection 
must be to evaluate the legal issues involved in these checks and 
balances and determine the extent of changes the Congress must 
make in these la\vs before plunging into the privatization of tax 
debt collection. 

As you know, H.R. 2020, the Treasury Postal Service and Gen- 
eral Government Appropriations Act of 1996 has authorized fund- 
ing for a pilot program to test private debt collection of Federal 
taxes, and the IRS has this project underway. This pilot provides 
an opportunity to evaluate some of these issues. 

I also comment directly in my written remarks on the methods 
of compensating private debt collectors. TBOR 1 prohibited the IRS 
from using amounts collected as a criterion for evaluations or com- 
pensation of IRS employees. We are aware and heard earlier this 
morning that contingent arrangements are commonplace in the pri- 
vate sector and that performance evaluations of employees usually 
reflect the extent of their collections in this area. We believe for the 
same reasons Congress was concerned about the compensation 
being based, perhaps, on collection activities, that we should simi- 
larly be concerned in any type of private debt collection initiative. 

I also touch in the written testimony on two specific legislative 
proposals. First, H.R. 757, introduced by Mr. Jacobs, which would 
enhance the cooperation between Federal and State tax adminis- 
trators by permitting Federal tax refunds to be offset to collect de- 
linquent State tax debts. 

The Federal Government already benefits by many States par- 
ticipation in the State Income Tax Levy Program under which 
States offset State tax overpayments by past due Federal tax debts. 

We have testified on this subject before and we believe that re- 
ciprocal cooperation should be afforded by the Federal Government 
to the States. We support expanding the refund offset program to 
cover the State tax debts. 

The other legislative proposal, H.R. 2234, originally contained 
proposed changes in the IRS’ levy authority. And one of the provi- 
sions that was contained in that bill would have permitted a con- 
tinuous levy to be made on certain types of recurring Federal pay- 
ments we think would eliminate a lot of the repetitive paperwork 
burden that the IRS goes through. This provision would not change 
the kinds of property the IRS can reach with its levy authority. The 
bill also makes some changes in section 6334, exemptions from 
levy. 

In conclusion, we obviously recognize that Federal tax debts 
must be collected. If a taxpayer pays his share of tax revenue that 
supports his government, he has a right to expect that others who 
don’t pay their share should be vigorously pursued and collection 
efforts should result. However, before we make changes in our col- 
lection practices, we should do so only in a conscientious and 
thoughtful way considering all of the ramifications. 

That concludes my oral testimony, and I am pleased to answer 
any questions that you have. 

[The prepared statement follows;] 
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STATEMENT OF 
CYNTHIA G. BEERBOWER 
DEPUTY ASSISTANT SECRETARY (TAX POLICY) 
DEPARTMENT OF THE TREASURY 
BEFORE THE 

SUBCOMMITTEE ON OVERSIGHT 
COMMITTEE ON WAYS AND MEANS 
UNITED STATES HOUSE OF REPRESENTATIVES 


Madam Chair and Members of the Subcommittee: 

I am pleased to appear before you today in response to the 
Subcommittee’s request to discuss some of the significant tax policy issues 
related to Federal debt collection practices. My testimony today will address 
the issues that you have expressly directed toward the Office of Tax Policy. In 
particular, you have asked for our comments on three issues related to 
outsourcing Federal tax debt collections: (1) which collection activities carried 
on by the Internal Revenue Service ("IRS") are "inherently governmental" and 
must be performed by Federal employees; (2) the appropriate method for 
compensating private debt collectors for tax debt collection services; and (3) the 
potential costs and benefits of using appropriated funds to contract with private 
debt collection agencies for Federal tax debt collection services compared to 
providing additional funding for collection efforts by IRS personnel. 

You have also asked for our comments on (4) H.R. 757, which would 
expand the authority under section 6402 of the Internal Revenue Code of 1986 
to offset Federal tax refunds to satisfy past-due State tax debts, and on (5) 
specific provisions of H.R. 2234, "The Debt Collection Improvement Act of 
1995," that would enhance the IRS’s authority to collect delinquent tax debts by 
establishing an automated system of levying on certain non-means tested 
Federal payments. After some preliminary comments on general policy issues 
raised by the private collection of delinquent taxes, I will discuss each of these 
five specific topics. 

General tax policy concerns about private debt collection 

A number of policy issues arise in the context of any tax debt collection 
proposal, and we would urge the Subcommittee to approach the topic of 
outsourcing tax debt collection especially cautiously. As you know, 
representatives of this Administration have previously expressed concerns about 
contracting out the collection of Federal taxes to private agencies. See, e.g. . 
Letter from Commissioner of Internal Revenue Margaret Milner Richardson to 
Senator David Pryor (August 4, 1995), reprinted in 141 Cong. Rec. SI 1538. 
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The Treasury Department too has concerns about turning over collection 
activity to private contractors. 

First, this Administration and this Subcommittee are dedicated to 
protecting the rights of taxpayers in connection with our debt collection 
activities. In this regard, I want to commend the Committee on Ways and 
Means and the entire House of Representatives for their recent passage of the 
Taxpayer Bill of Rights 2 ("TBOR 2”) legislation. The significance of taxpayer 
rights and the broad bipartisan support for protecting them are clearly reflected 
in the unanimous vote of the House to approve that bill. The Treasury 
Department has been very pleased with the bipartisan cooperation that has been 
demonstrated in developing and refining the provisions of this 
legislation. 

As you know, our commitment to taxpayer rights has led us voluntarily 
to implement many of the TBOR 2 provisions through administrative actions. 

In January of this year, we issued a Notice discussing the TBOR 2 items that 
we would be undertaking administratively, see Announcement 96-5, 
"Administrative Initiatives to Enhance Taxpayer Rights," 1996-4 I.R.B. 99, and 
in late March we announced that the 17 specific TBOR 2 items identified in the 
Notice have all been implemented. This effort to accomplish administratively 
as much of TBOR 2 as was feasible under our authority provides tangible 
evidence of the Administration’s ongoing commitment to protecting the rights of 
citizens in their contacts with the Federal tax system. 

There is inevitably a tension between protecting taxpayer rights and 
aggressively collecting tax receivables. In its recent report, the General 
Accounting Office ("GAO") expressed "concern" that "the IRS may be sending 
the wrong message to its collection employees" by such actions as prohibiting 
the evaluation of collection employees based on amounts collected, increasing 
the use of installment agreements, and making additional use of offers in 
compromise. General Accounting Office, Internal Revenue Service Receivables 
25-28, Report No. GAO/HR-95-6 (1995). We are concerned that the protection 
of taxpayer rights not be sacrificed in the enthusiasm to increase tax collections. 
Congress (in the first and second Taxpayer Bills of Rights) and the IRS (in our 
administrative TBOR 2 initiatives) have taken significant steps to ensure that 
taxpayers are treated fairly throughout the collection process. It would be, in 
our view, inappropriate to apply these taxpayer protections to the activities 
conducted by the IRS but not to private collection contractors. At a minimum, 
therefore, we think it would be necessary to require that private contractors 
respect all provisions of the law governing taxpayer rights. 

Second, we are concerned about the difficulties that would result from 
disclosure of taxpayer information to contractors. As the Subcommittee knows, 
section 6103 of the Code protects the confidentiality of taxpayer return 
information, and the Administration firmly supports the policy behind this 
provision. Disclosures of return information may be inevitable under any 
system of privatized tax debt collection. What if individuals or entities that are 
in the business of debt collection duplicate IRS data or merge that information 
with their own private data bases? Disclosure to contractors will also present 
the IRS with more individuals and more physical locations that it must 
supervise and audit for compliance with security conditions and safeguards 
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under section 6103(p) of the Code. Thus, any private system of tax debt 
collection must comply strictly with the privacy restrictions of section 6103 and 
related statutes. 

In sum, we recognize that taxes must be collected, and that the system 
requires that where one taxpayer has paid his share and another hasn’t, the IRS 
should pursue collection from the delinquent. However, the Administration 
believes that the important goal of improving debt collection procedures must 
be consistent with protecting taxpayer rights and maintaining taxpayer privacy 
and confidentiality. The proper resolution of this issue lies in a careful balance 
between these two aims and in thoughtful and well-considered implementation 
of any proposals. 

As you know, however, in H.R. 2020, the Treasury, Postal Service and 
General Governmental Appropriations Act of 1996, Congress authorized $13 
million for the Treasury Department to conduct a pilot program to test private 
collection of Federal tax debts, and the IRS has the pilot project underway. 

This provides an opportunity to evaluate the issues inherent in outsourcing of 
debt collection. 

I will now turn to the specific topics you have asked us to comment on. 

1. "Inherently governmental" functions 

The Constitution provides that Congress has the power to levy and to 
collect taxes. Congressional authority to collect taxes has been given to the 
Secretary of the Treasury. Tax collection is intrinsic to government as an 
exercise of the state’s sovereign authority, and the Supreme Court has held that 
sovereign powers generally cannot be contracted away. SfiS Contributors to Pa. 
Hosp. V. City of Philadelphia . 245 U.S. 20 (1917); Texas & New Orleans R.R. 
Co. V. Miller . 221 U.S. 408 (1911). A key element of any proposal to 
privatize tax debt collection must be to evaluate the legal issues surrounding any 
attempted delegation of authority. In particular, there may be impediments to 
outsourcing tax debt collection functions under current Federal procurement 
acts. 


For example, functions cannot be delegated by contract to persons other 
than officers or employees of the United States if those functions are 
"inherently governmental," which the Office of Management and Budget 
describes as "so intimately related to the public interest as to mandate 
performance by Government employees," such as activities that require the 
exercise of discretion in applying Government authority or that involve tax 
collection. Sss Office of Management and Budget, Circular No. A-76 (August 
4, 1983); Office of Management and Budget, Policy Letter 92-1, 57 Fed. Reg. 
45096 (Sept. 30, 1992). 

Examples of tax collection powers that would nol be delegable under 
current law would presumably include the authority to compromise a tax debt 
for less than the full amount due, the ability to seize property before a judgment 
confirming the amount of the tax debt, or other similar situations involving the 
judgment of an Executive Branch officer. On the other hand, delegable 
functions that might be obtained commercially include: providing locator 
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services to establish a mailing address and phone number for delinquent 
taxpayers; mailing notices or letters that provide information on the amount of a 
tax delinquency and payment options; making telephone contacts to remind 
taxpayers of a delinquency, to provide information on payment options, and to 
secure intentions of repayment; providing lockbox service for receipt and 
processing of tax payments; providing data processing services that are 
performed in conjunction with tax collection activities; research and data 
gathering; and financial auditing support services. M- 

Further, certain ministerial acts are required under existing law, such as 
the prompt daily deposit into the Treasury of Federal taxes collected under 
section 7809 of the Code. This requirement parallels the similar Prompt 
Deposit Act, 31 U.S.C. § 3302, which generally applies in a non-tax context. 
The rule of these provisions would, for example, prohibit paying private 
collectors of Federal tax debts directly out of the amounts they collected. Also, 
rules related to tort liability, the applicability of state or Federal debt collection 
practices laws, and of course the taxpayer rights and privacy concerns discussed 
previously would all have to be examined. 

Presumably, Congress can change all of these laws, but we would 
recommend that a thorough review of the extent of such changes be undertaken 
before Congress requires the IRS to privatize activities beyond the pilot 
program. 

2. Compensation of private tax debt collectors 

As this Subcommittee knows, the first Taxpayer Bill of Rights expressly 
prohibited the IRS from making compensation or personnel actions (such as 
evaluations) based on the revenue collected by its agents. See Omnibus 
Taxpayer Bill of Rights § 6231, Pub. L. No. 100-647, 102 Stat. 3730, 3734 
(1988). The Administration supports this approach. 

We are aware that contingent compensation arrangements are 
commonplace in private debt collection agencies. The Administration believes 
that the compensation for any private debt collection initiative should be subject 
to the same constraints as are imposed on the IRS. If such a contingent 
compensation arrangement is not allowable for our own employees, over whom 
we have supervisory control, why would we permit it for private contractors for 
whom the rights of citizens may not be the highest priority? 

3. Use of appropriated funds 

As I have noted, the prompt deposit requirements of existing Federal law 
would require private collectors of Federal tax debts to be paid with 
appropriated funds rather than out of the amounts they collected. We believe 
this restriction is a proper one. 

Exceptions to the prompt deposit requirements have been rarely granted, 
and when they are. Congress closely monitors compliance. For example, in the 
TBOR 2 legislation recently passed by the House, the IRS was granted the 
authority to use the income earned in undercover activities to pay additional 
expenses of such operations. Seg H.R. 2337 § 1205. However, the authority 
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was extended only temporarily, and section 7608(c)(4) of the Code, which 
requires annual reports by the IRS to Congress under this authority, was 
amended to impose additional reporting requirements with respect to the 
undercover operations, proceeds, and expenditures. M-, § 1205(c). 

We believe that the general rule of payment only out of appropriated 
funds should apply to private debt collectors, and other approaches should only 
be considered after we have more experience. 

Refund offset to collect state taxes - H.R. 757 

The Internal Revenue Code currently permits the IRS to offset Federal 
tax refunds in a variety of situations. Section 6402(a) authorizes offsetting 
Federal tax refunds in order to satisfy other Federal tax debts, and 
sections 6402(c) and (d) likewise authorize offsetting Federal tax refunds to 
collect past-due, legally enforceable debts other than delinquent Federal taxes. 

A taxpayer is entitled to a refund only to the extent that the tax overpayment 
exceeds these delinquent debts. The IRS thus currently has in place a four- 
tiered refund offset program, under which the IRS offsets Federal income tax 
overpayments by, in order of priority, the taxpayer’s (1) delinquent Federal tax 
liabilities, (2) past-due child support obligations which have been assigned to a 
State under the Social Security Act ("AFDC child support"), (3) delinquent 
non-tax debts owed to other Federal agencies, most notably defaulted student 
loans, and (4) past-due child support obligations which have not been assigned 
to a State ("non-AFDC child support"). Each of these kinds of debts are offset 
based on a representation from the creditor agency that the debt is valid and 
enforceable and that certain procedural requirements have been met to ensure 
due process to the debtor. The IRS does not engage in an independent 
investigation of the validity of any claim. 

H.R. 757 permits Federal tax overpayments to be offset to collect 
certified State tax debts. In general, the Treasury Department supports this 
proposal, which will foster and enhance cooperation between the Federal tax 
authority and State tax administrators. Treasury and the IRS identified some 
technical issues in the original bill introduced by Mr. Jacobs, involving the 
priorities for making offsets, the disclosure of tax information, and some other, 
relatively minor items. These technical problems have been resolved, and we 
expect the resolutions to be incorporated in the final drafting of the provision. 

Some concerns have been expressed that States might ask the Federal 
government for refund offset of tax debts that are not valid or legitimate. H.R. 
757 provides procedural guarantees intended to ensure that this does not occur. 
We would not support a refund offset provision that would require the Federal 
government to determine independently the validity of each underlying State tax 
debt presented to it for collection. Such a requirement would create a burden 
that would outweigh the benefit of the refund offset program to the Federal 
government. 


I^vv on Federal payments 

Improving the Government’s ability to recover delinquent debts is a 
priority of the Administration. Last summer, the Administration forwarded to 
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Congress draft legislation intended to achieve this goal, which was introduced 
by Representative Horn as H.R. 2234. This legislation will provide enhanced 
tools to recover delinquent debt owed to the Federal government more 
efficiently and effectively, while protecting the due process rights of the 
debtors. H.R. 3019, the Continuing Appropriations for Fiscal Year 1996, as 
currently pending, contains many debt collection provisions drawn from this bill 
that do ns 2 t involve Federal tax debts. I will confine my comments to the tax 
policy aspects of the Administration initiative. 

First, by way of background. Congress has granted the IRS power to 
collect Federal taxes by levying on "all property or rights to property" of the 
taxpayer under section 6331 of the Internal Revenue Code. In particular, 
section 6331(e) permits a "continuous" levy on certain types of regular or 
continuous payments, such as salaries and wages. This authority permits the 
IRS to attach all or a portion of such regular payments by serving a single 
notice of levy on the person making such payments to the taxpayer. Section 
6334(a) of the Code grants certain exceptions to the IRS’s levy power for 
specifically enumerated categories of property. 

The Administration’s debt collection initiative, as reflected in H.R. 2234, 
contains two changes to the IRS’s levy authority. First, this provision would 
permit a "continuous" levy to be made on certain kinds of non-means tested, 
recurring Federal payments, while continuing to exempt certain other Federal 
payments. This proposal, which would not change the kinds of property that 
the IRS can reach with its levy authority, is essentially a way to reduce 
paperwork burdens. It would eliminate the need for the IRS to serve repeated 
notices of levy in order to attach all or a portion of a non-exempt, recurring 
payment; instead, the IRS could simply serve the notice of levy a single time. 
Since the continuous levy power is already available to the IRS to collect 
delinquent taxes from salary and wage payments, we believe that it should also 
be available to collect delinquent taxes from other kinds of Federal payments, 
including in particular regular payments to Federal contractors for services 
provided. 

As is now the case, the authority to make a continuous levy on Federal 
payments would be used only on a case-by-case basis at the discretion of 
individual revenue officers. As the IRS witnesses here today can explain, the 
levy procedure is ordinarily a "last resort" for revenue officers to use in the 
collection process, usually employed only after a taxpayer has ignored repeated 
notices of the delinquent tax account or has otherwise failed to make adequate 
payment arrangements. The Administration expects that this will remain the 
case, and that continuous levy on Federal payments will be used only as one of 
the last steps to collect unpaid taxes. 

The second part of the Administration’s proposal would change the 
exemptions from levy, so that the following non-means tested payments from 
the Federal government would no longer be exempt: Federal workmen’s 
compensation payments, which are currently exempt under section 6334(a)(7); 
and annuity or pension payments under the Railroad Retirement Act, and 
benefits under the Railroad Unemployment Insurance Act, both of which are 
currently exempt under section 6334(a)(6). We have also recommended a 
change in the exempt amount of Federal wages, salary, and other income under 
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sections 6334(a)(9) and 6334(d). Under current procedures, section 6334(d) 
provides a formula for computing a minimum exempt amount of wages, 
salaries, or other income received on a weekly basis. Because this formula is 
complex and unique to each taxpayer, we propose a new and simpler 
mathematical exemption, under which only up to 15% of Federal salaries or 
pensions would be subject to levy; in other words, at least 85% of such 
payments would continue to be exempt. 

Congress has always permitted Social Security payments to be subject to 
levy, and the Administration’s proposal would not change current law in this 
regard. As a practical matter, however, the authority to levy on Social Security 
is rarely used, and the only intended consequence of this proposal is to reduce 
paperwork burdens by making such levies continuous. 

This legislation will improve collections while providing revenue officers 
with flexibility to take extraordinary situations into account. As noted above, 
the levy provisions are generally used only in the final stages of the collection 
process, after other efforts to collect delinquent taxes have failed. In the event 
that a levy on non-means tested Federal payments in excess of the exempt 
amounts were to cause a "significant hardship," the Administration anticipates 
that the Taxpayer Assistance Order procedure administered by local Problem 
Resolution Officers under section 7811 of the Code would provide additional 
relief. 


Conclusion 

The Administration looks forward to working with this Subcommittee in 
the future to enhance the collection of Federal tax debts, while protecting 
taxpayer rights and taxpayer information. In particular, we expect to report to 
the Subcommittee at the conclusion of the IRS private debt collection pilot 
project to evaluate the success of that program. Further, we ask that the 
Subcommittee favorably consider the two specific legislative proposals that I 
have discussed. 

This concludes my testimony. I would be pleased to answer any question 
that you may have. 
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Mrs. Johnson. Thank you, Ms. Beerbower. 

Mr. Donelson. 

STATEMENT OF JAMES E. DONELSON, CHIEF TAXPAYER 

SERVICE, ACTING CHIEF COMPLIANCE OFFICER, INTERNAL 

REVENUE SERVICE; ACCOMPANIED BY RON RHODES, 

ASSISTANT COMMISSIONER FOR COLLECTION, INTERNAL 

REVENUE SERVICE 

Mr. Donelson. Madam Chairman and distinguished Members of 
the Subcommittee, I have a written statement that I request to be 
entered into the record. 

With me today is Ron Rhodes, the Assistant Commissioner for 
Collection. We appreciate the opportunity to be here to discuss one 
of IRS’ most critical responsibilities, the collection of the Nation’s 
tax revenues. In discussing accounts receivable, it is important to 
know how IRS’ accounts receivable differ from those of private 
businesses. Specifically, private businesses preapprove the credit- 
worthiness of customers before extending them credit. The IRS 
makes assessments based on tax laws, regardless of collection po- 
tential. Failure to do so would seriously undermine the voluntary 
tax system and would be unfair to taxpayers who meet their tax 
obligations. 

In the private sector, a liability is established when goods or 
services are purchased. The IRS must often establish the tax liabil- 
ity through audits. Thus, several years may elapse between the 
time a tax return is filed or is due to be filed and the time a liabil- 
ity is finally established. 

Businesses do not continue to carry debt on their books when it 
becomes apparent, after attempting to collect, that it will not be 
paid. By law, the IRS must keep accounts receivables on the books 
for 10 years, even when we know they are not collectible. Our gross 
accounts receivable inventory does not only include unpaid taxes, 
it also includes the ever increasing interest and penalties related 
to those unpaid taxes. 

Thus, unlike accounts receivable in the private sector, the IRS 
accounts receivable inventory is not a reflection of an annual 
underpayment of taxes, but it does reflect accounts receivable in 
the 10-year carryover of unpaid taxes, along with the aforemen- 
tioned accrued interest and penMties. 

At the end of 1995, our gross accounts receivable inventory 
equaled about $200 billion of which 28.5 percent or nearly $57 bil- 
lion reflected accrued interest and penalties. The gross accounts re- 
ceivable inventory is divided into two components, those considered 
currently not collectible and those that are active accounts receiv- 
able. 

I would like to talk about currently not collectible taxes. Cur- 
rently not collectible taxes are accounts that a collection employee 
has determined that cannot be currently collected or paid by the 
taxpayer. These accounts comprise about $87.4 billion or nearly 
one-half of the gross receivable inventory. Accounts in this category 
are periodically monitored and if a taxpayer is able to pay within 
the 10-year statute period, the account will be collected so it can 
move out of the currently not collectible status and back into our 
active accounts receivable as it is being paid off. 
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Active accounts receivable are accounts that are potentially col- 
lectible and continue to be pursued through activities ranging from 
notices and telephone contacts, to installment agreements, offers in 
compromise, and ultimately enforcement actions such as liens, lev- 
ies, and seizures. 

Active accounts receivable comprise $88.8 billion of the current 
gross inventory. As early as 1988, the IRS determined that the ac- 
counts receivable was a growing concern. Since that time we have 
continued to take steps to improve the management of the receiv- 
able inventory. We have focused on four specific areas. 

First, making the composition of the accounts receivable inven- 
tory correct. Second, ensuring the accuracy of the assessments that 
were included in that inventory. Third, improving the currency of 
the inventory. And fourth, increasing the collection of the amounts 
in the inventory. 

A number of specifics about what we have done in each of these 
four areas are covered in my written testimony, but today I want 
to only mention the results from our efforts to increase collection 
yield, because I think these results are quite promising. 

From 1991 through 1993, collection yield had declined between 
4 and 6 percent on an annual basis. Some of that decline was at- 
tributable to a decline in staffing. It was also a result of some de- 
cline in productivity on our part. 

In 1994 our collection yield increased by 3 percent despite a 9.5- 
percent decrease in staffing. In 1995 we continued to increase our 
collection yield by over 7 percent. Despite the loss of the compli- 
ance initiative in 1996, I am pleased to report that halfway 
through the year, our collection yield has continued to increase, 
more than 17 percent over last year for the same period. 

Before I conclude though, I would like to touch on two other 
things very briefly. One, I want to tell you about our efforts regard- 
ing contracting out a part of our collection activity, as provided in 
our 1996 appropriations budget. We intend to award up to 5 con- 
tracts and initially deliver approximately 125,000 cases relating to 
taxpayers who are delinquent in paying their tax obligations. 

At this time, we are on schedule to deliver the cases to contrac- 
tors at the last quarter of fiscal year 1996. Absent any delays in 
our schedule, an analysis of the results from this pilot project 
should be available in the last quarter of fiscal year 1997. 

Payments under the contract will be performance based, how- 
ever, they will not be contingency-fee contracts. Contractors will be 
given as much freedom as possible while ensuring that they and 
their employees will be subject to the disclosure laws, the Privacy 
Act, the Taxpayer Bill of Rights, and applicable sections of the F air 
Debt Collection Practices Act. 

Information provided to contractors by the IRS or collected by 
the contractors from taxpayers cannot be used for any purposes 
other than the fulfillment of the requirements for the awarded con- 
tract and cannot be sold or otherwise transferred by the contractor. 

We are looking forward to seeing how this pilot project compares 
to the kind of collection productivity initiatives we have under- 
taken. 

The other item I want to mention very briefly is one of the com- 
ponents of the proposed Debt Collection Improvement Acts of 
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1995 — ^the IRS Levy Program. The IRS Levy Program will enhance 
our current levy authority on Federal payments and will provide 
another tool that we can use in appropriate cases to collect taxes 
that are due. 

Currently, in order to levy upon a series of periodic payments, 
the IRS must serve notices of levy coincidental with each payment. 
These notices are sent to each Federal employee or payor one at 
a time or individually. Under the levy procedure in the proposed 
bill, IRS will send to FMS, the Financial Management Services, a 
tape to compare FMS’ own records and determine if any of the de- 
linquent taxpayers are receiving Federal payments. 

If there is a match, FMS will reduce the Federal payment to the 
taxpayer by a certain percentage that we will work out. The levy 
will remain in effect and will be continuous until the taxpayer con- 
tacts the IRS and makes other arrangements to pay or the taxes 
are paid through the reduction of the Federal payments. 

This eliminates the need for the IRS to interact with each Fed- 
eral department or agency individually to determine whether a tax- 
payer is receiving Federal payments. We believe this is cost effec- 
tive, saving time for the IRS, as well as for other Federal agencies. 

However, this provision, in our opinion, will be most effective in 
collecting taxes owed from those business taxpayers who are delin- 
quent in paying Social Security and income taxes withheld in trust 
funds from their employees if these businesses are receiving pay- 
ments under one or more Federal contracts. 

I want to take 1 minute to assure the Subcommittee that if the 
continuous levy proposal were enacted, the IRS would issue proce- 
dures to guard against any automatic levy action upon Social Secu- 
rity benefits. We just don’t think that would be appropriate. Our 
procedures would require a case by case decision before a continu- 
ous levy could be used against any Social Security recipient or ben- 
efits. 

In 1995 we issued approximately 2,000 individual levies against 
Social Security benefits and did those on a case by case basis, and 
that contrasted to nearly 2.7 million levies we sent out nationwide. 

Taxpayers who are affected by this proposal would be afforded all 
their rights before a levy is affected against their Federal pay- 
ments. 

Madam Chairman, that concludes my remarks and Mr. Rhodes 
and I will be happy to answer any questions you might have. 

[The prepared statement follows;] 
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STATEMENT OF 
JAMES E. DONELSON 

CHIEF TAXPAYER SERVICE AND ACTING CHIEF COMPLIANCE OFFICER 
BEFORE THE 

SUBCOMMITTEE ON OVERSIGHT 
HOUSE COMMITTEE ON WAYS AND MEANS 

APRIL 25,1996 


Madame Chairman and Distinguished Members of the Subcommittee: 

With me today Is Ron Rhodes, Assistant Commissioner for Collection. We 
appreciate the opportunity to be here this morning to discuss one of the Internal 
Revenue Service's most critical responsibilities - the collection of the nation’s tax 
revenues. You asked that we specifically discuss the composition of the IRS’ accounts 
receivable inventory, and our efforts over the past several years to improve the 
management and collection of accounts receivable. 

April 15th, Tax Day, was just 10 days ago. We recognize that many Americans 
view paying their taxes as a burden. We are working hard to change this. In fact 
Madame Chairman, during the last year we have had the opportunity to work with you 
and Members of this Subcommittee on the Taxpayer Bill of Rights 2 (TBOR 2) and I 
was pleased to learn that TBOR 2 passed the House. It is particularly relevant in 
discussing accounts receivable because it is important to remember that the vast 
majority of Americans pay the taxes they owe on time. Out of fairness to those who 
meet their tax obligations, the IRS collects overdue taxes from those who do not. 

Accounts Receivable 

Generally, accounts receivable represent the credit sales of a business. How to 
handle accounts receivable is an important question for all businesses. One of the 
most effective accounts receivable management tools is to investigate the credH- 
worthiness of customers before extending them credit. Private businesses formalize 
the precise amount and terms of debt repayment when the debt accrues, and they . 
manage their receivables by writing off those accounts that are uncollectible. 

Businesses do not continue to carry debt on their books when it becomes apparent, 
after attempting to collect, that it will not be paid. 

Like businesses, the IRS has accounts receivable. Unlike private businesses, 
however, our customers are not purchasing products with their debt, and their credit- 
worthiness is not determined prior to a transaction. 

It is important to understand what makes up the total amount of our accounts 
receivable inventory. When taxpayers either do not file returns or file inaccurate 
returns, we make assessments based on the tax laws irrespective of collection 
potential. Failure to do so would seriously undermine our voluntary tax system and 
would be unfair to those taxpayers who file timely and accurately. We record these 
unpaid assessments as accounts receivable and keep them on our books for as long as 
they are legally collectible. While we attempt to collect these debts, some accounts are 
obviously uncollectible for various reasons, for example: the taxpayer has died or is 
insolvent. In other words, we know at the outset that some of these assessments will 
not be collected. 

But our gross accounts receivable inventory does not include only unpaid taxes, 
it also includes the ever-increasing interest and penalties related to those unpaid taxes. 
In addition, the law prescribes how long we must keep accounts receivable on the 
books - 10 years. Thus, unlike private sector businesses, the IRS’ accounts receivable 
cannot be written off even when we know that they are not collectible. As early as 
1988, the IRS determined that accounts receivable were a growing concern, an 
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assessment both 0MB and GAO agreed with. Since 1988, we have continued to take 
steps to improve the management of the receivables inventory. 

Today, I would like to discuss with you our efforts to: 

1 . Determine the correct composition of the accounts receivable inventory; 

2. Ensure the accuracy of assessments that are included in the inventory; 

3. Improve the currency of the inventory; and 

4. Increase the collection of accounts in the inventory. 

1 . Correct Composition of Accounts Receivable Inventory 

In 1990, Congress extended the time the IRS would be required to keep 
accounts receivable on the books from 6 to 10 years. Thus, unlike accounts receivable 
in the private sector, the IRS's Accounts Receivable Dollar Inventory (“ARDI ”) is not a 
reflection of an annual underpayment of taxes, but includes current receivables, plus a 
ten year carryover of unpaid taxes, along with accrued interest and penalties. 

At the end of FY 1995, IRS' gross accounts receivable inventory equaled $200 
billion of which 28.5% or $56.9 billion reflected accrued interest and penalties. This is a 
$29 billion increase over the FY 1994 balance. A significant portion of this growth was 
due to additional accruals of interest and penalties, the extension of time we must keep 
the receivables on the books from 6 to 10 years', and to our non-filer program. The 
non-filer initiative was started In 1992 to encourage taxpayers who were not filing 
returns to get back into the system. While we realized the non-filer program would 
Increase our accounts receivable since many were not filing because of an inability to 
pay their tax obligations in full, we believed it was more important to get taxpayers filing 
again and then assist them with ways to meet their obligations through installment 
agreement and offers in compromise options. 

The IRS' gross accounts receivable inventory for compliance purposes is divided 
into two components: Currently Not Collectible and Active Accounts Receivable. 

► Currently Not Collectible (CNC) - are accounts that a collection employee has 
determined a taxpayer cannot currently pay. Accounts in this category are 
periodically monitored, and if a taxpayer is able to pay within the statutory 10- 
year period, the account will be collected. At the end of FY 1995, $87.4 billion^ - 
or nearly half the gross receivable total - is classified as CNC. Of this amount: 

• 37.6% ($32.8 billion) is accrued penalties and Interest. 

• Over 85% ($75 billion) is not collectible because it is owed by defunct 
corporations; taxpayers adjudicated bankrupt; hardships; or our inability to 
locate or cxintact taxpayers. 

► Active Accounts Receivable - are accounts that are potentially collectible and 
that continue to be pursued through activities ranging from notices and 
telephone contacts, to installment agreements and offers in compromise, and 
ultimately, liens, levies, and seizures. At the end of FY 1995, $88.8 billion^ is 
classified in the Active Accounts Receivable category. Of this amount: 

• 41 % ($36.6 billion) the largest portion of the active account has been 
assigned for enforcement action; 


'FY 1995 was the last year in which the ARDI would automatically increase because of the extension of 
time we must keep accounts on the books from 6 to 10 years. 

^ot included in this balance are Trust Fund Recovery Penalty assessments of $6.3 billion that are 
potentially duplicative. 

’Not included in this balance are Trust Fund Recovery Penalty assessments of $8.7 billion that are 
potentially duplicative and Resolution Trust Corporation assessments of $9.0 billion that have not yet moved to 
Currently Not Collectible. 
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• 22% ($19.1 billion) of the inventory is awaiting adjudication by a court or 
acceptance of an offer in compromise; 

• 13% ($1 1 .7 billion) is currently being collected by sending notices to 
taxpayers; 

• 1 3% ($1 1 .2 billion) is being collected through installment agreements; 

• 2% ($1 .6 billion) is lower value cases that will be substantially collected 
through systemic monitoring, such as refund offsets and yearly notices to 
taxpayers. 

Included in the $88.8 billion active accounts receivable is $18.5 billion of accrued 
penalties and interest. 

2. Ensuring the Accuracy of Assessments Included in Accounts Receivable 

There are several ways an account can be put in the accounts receivable 
inventory. For example, a taxpayer may file a tax return but not pay what is due, and 
the unpaid tax will be included in accounts receivable inventory. In addition, accounts 
receivable are created as a result of any number of compliance initiatives. 

Examinations and secured delinquent returns frequently result in an assessment which 
is not fully paid, and therefore becomes part of accounts receivable inventory. Tax 
payments that are erroneously posted may increase the accounts receivable, and we 
are actively seeking to minimize the erroneous assessments. 

Between FY 1992 and FY 1995, the IRS has - 

► Through rigorous pre- and post-assessment reviews eliminated $276 billion of 
erroneous assessments, preventing these assessments from becoming part of 
the accounts receivable inventory. 

► Created a new computer match that detects discrepancies between the amount 
taxpayers claimed were deposited and the amount shown in their accounts, an 
action which has prevented $22 billion from becoming part of accounts 
receivable inventory. 

Correctly accounting for taxpayers’ payments is an important way to prevent the 
creation of a receivable and the expansion of electronic filing and electronic payments 
is a significant way to lower our error rate. For example, in FY 1995 taxpayers 
deposited $232 billion using the TaxLink/Electronic Funds Transfer Payment System. 
This was a substantial increase over the $6.2 billion deposited this way in FY 1994. 

Electronic transfer of funds not only means that federal tax deposits are 
deposited into the Treasury a day earlier than under the paper deposit system, but the 
errors by taxpayers and us are significantly fewer. As more deposits are received 
electronically and more returns are filed electronically errors in posting and 
assessments will continue to decline. 

3. Improving the Currency of the Inventory 

The earlier a debtor receives a request for payment, the better the likelihood that 
it will be paid. Recognizing this, we have been working to make the receivables 
inventory as current as possible. Unlike in the private sector, where liability is 
established when goods or services are purchased, the IRS often must establish a tax 
liability through audit. To protect their rights, taxpayers who do not agree with an audit 
finding may use the administrative appeals process and litigation. Thus, several years 
may elapse between the time a tax return is due or filed and the time a liability is finally 
established. 

During FY 1995, for example, more than $17 billion in recommended additional 
taxes and penalties were not resolved with taxpayers during the examination process. 
The IRS can not take any collection action until the final liability is determined. Thus, 
when the FY 1995 recommended assessments finally become eligible for collection and 
are included in the accounts receivable inventory, several years will have passed. 
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Once a final determination is made, however, we are moving to contact 
taxpayers promptly. We are moving to collect tax at the earliest possible time - by the 
Taxpayer Service function after account questions are resolved over the telephone or at 
the close of an agreed audit. During the past 3 years, we have shortened the time 
between when the delinquency arises and the first telephone contact with the taxpayer 
is made. Examples of our efforts and the results are: 

► Decreasing the number of notices, shortening the notice period, and instituting 
earlier intervention by telephone. In January 1 995, using 770 staff years of the 
FY 1995 Compliance Initiative in Automated Collection System (ACS) sites early 
intervention was implemented nationwide. Although the loss of Compliance 
Initiative funding in FY 1996 will have an impact, the early results of the increase 
in ACS staffing resulted in additional collections of $1 1 1 .2 million. 

Increasing emphasis on payment of agreed tax assessments at the conclusion of 
an examination. As a result, in FY 1995, Examination secured payment of 
64.2% of agreed tax assessments - $4.4 billion. 

► Accelerating the collection of the largest corporate assessments by having the 
resolution of an issue in one year carried fonward to later years without further 
examination. Under this procedure, taxpayers have agreed to about $1.1 billion 
(tax and penalties) for the period FY 1993 through FY 1995. 

► Under the FY 1995 Compliance Initiative, we placed 1,727 collection personnel 
in parts of the country with the most significant workload. Through this targeted 
placement. In FY 1995, we collected an additional $545 million in unpaid taxes. 

>- Expanding installment agreement authority. Installment agreements offer the 
IRS an opportunity to keep taxpayers in the system who would othenvise not be 
able to meet their full tax obligations. Expanding the authority increased the 
dollars secured through installment agreements from $2.28 billion in FY 1992 to 
$5.4 billion in FY 1995. 

•- Expediting Field enforcement action on taxpayers who have repeatedly been 
delinquent with emphasis on those who are delinquent in their payroll tax 
payments. A test in one site in 1994 resulted in a reduction to the receivables 
inventory by almost $15 million. Nationwide implementation of this program 
began in FY 1995. 

► Expansion of the Integrated Collection System (ICS) (the full automation of the 
IRS field collection activity) to 2 districts in 1995 and to 7 additional districts in FY 
1996. In the two districts with ICS, productivity increased by more than 30% last 
year. ICS will be fully installed nationwide in FY 1999 and through FY 2004, this 
initiative alone will result in an additional $2 billion in revenue collected. 

A longer-term initiative that will continue the efforts to improve currency is the 
integration of our telephone resources by combining the ACS and the Toll-Free Service 
Center telephone operations. (In FY 1993 we had 70 sites; we currently have 34 sites 
and our goal is to reduce to 23 sites.) Combining the ACS and Toll-Free sites will give 
taxpayers “one-stop” resolution of their accounts. It will also provide uniform handling 
of account issues and allow the IRS to balance outgoing and incoming calls in a way 
that maximizes the collection of delinquent accounts. 

4. Increasing the Collection of Accounts in the Inventory 

The initiatives I have just described are designed to ensure the correctness of 
assessments and accelerate contact with taxpayers so that we collect taxes due 
without the need for enforcement actions, such as liens, levies, and seizures. I also 
want to describe our efforts to improve our effectiveness in collecting taxes that are 
due. 
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We are changing our business practices, our technology and our organizational 
structure. Our actions have focused on improving the use of existing collection tools 
coupled with increased productivity of our field operations. The results are quite 
promising. For the three years prior to FY 1994, collection yield had declined between 
4% and 6%. Although some of this decline was attributable to a decrease in collection 
staffing, it was also the result of a decline in productivity. In FY 1994, IRS’ collection 
yield increased 3% despite a 9.5% decrease in collection staffing. In FY 1995, 
collection yield continued to increase by over 7%. While we are making progress, the 
loss of the Compliance Initiative funding will make it difficult to sustain our increasing 
collection yield. 

Our accounting systems will also significantly improve our ability to collect 
accounts receivable. We are developing an ARDI expert system. A prototype we will 
begin using this year will allow us to predict collectibility based on case characteristics. 

This system will complement the Inventory Delivery System (IDS) which will be 
tested in FY 1996. IDS ensures cases are routed to the most effective point in the 
collection processing stream. These systems prioritize work so it is assigned to the 
point of most likely resolution as early in the process as possible. 

Some additional changes to improve collection already under way include: 

► Enhanced cooperation with state taxing authorities. The State Income Tax Levy 
Program involves agreements with states whereby they accept our levies on 
state income tax refunds. This resulted in collections of $108 million from 

FY 1992 through FY 1994. Another example involves joint collection of 
delinquent employment taxes which includes joint installment agreements, levies 
and seizures. 

► Proper use of certain collection tools, including installment agreements, offers in 
compromise, levies, and seizures. 

• In FY 1992, we modified the Offer in Compromise policy and stream lined 
procedures to enable field personnel to resolve accounts that previously 
would have languished in the receivables inventory. This resulted in 
additional collections of $281 million in FY 1994 and $295 million in FY 
1995. 

• Effective use of levies resulted in over $2.7 billion for FY 1994 and FY 
1995. 

The improvements we have made in the collection process, that I described 
earlier, not only helped us increase our collection yield over the last several years but 
these improvements are also helping us manage the accounts receivable inventory. 

Use of Private Collection Agencies 

Our FY 1996 appropriation required us to conduct a pilot project to contract out a 
part of our collection activity. On March 5, we issued the Request for Proposals (RFP) 
for the pilot. An Amendment to the RFP was issued on March 27. We intend to award 
up to five contracts and initially deliver approximately 125,000 cases relating to 
taxpayers who are delinquent in paying their tax obligations. At this time, we are on 
schedule to deliver cases to contractor(s) the last quarter of FY 1996. Absent any 
delays in our schedule, analysis of results from the pilot project should be available in 
the last quarter of FY 1997. 

Payments under the contracts will be performance based; however, they will not 
be contingency fee contracts. Contractors will be given as much freedom as possible, 
while ensuring that they and their employees will be subject to the disclosure laws, the 
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Privacy Act, the Taxpayer Bill of Rights and applicable sections of the Fair Debt 
Collection Practices Act - our own employees are subject to these federal statutes. 
Information provided to contractors by the IRS or collected by contractors from 
taxpayers cannot be used for any purposes other than fulfillment of the requirements for 
the awarded contract and cannot be sold or otherwise transferred by the contractor. 

Debt Collection Improvement Act of 1995 

One part of the proposed Debt Collection Improvement Act of 1 995 - the IRS 
Levy Program - would enhance our current levy authority on federal payments without 
infringing on any of the taxpayer protections and rights that currently exist. 

Furthermore, the proposed IRS Levy Program would provide another tool that we can 
use, in appropriate cases, to collect taxes that are due. 

Currently, before a levy is issued on a federal payment, the IRS must determine 
what payments or other benefits can be levied and how much money must be 
exempted from the levy. Then, the IRS prepares a document of levy and sends it to the 
federal employer/payor. The federal employer/payor must then research the account 
and prepare another document to send to the Financial Management Sen/ice (FMS). 
FMS then prepares a document so that the levied money is paid to the IRS. In order to 
levy upon a series of periodic payments, the IRS must serve notices of levy coincidental 
with each payment. 

Under the levy procedure in the proposed bill, the IRS would send to FMS a 
magnetic tape identifying taxpayers who have failed to pay their taxes after receiving a 
series of IRS bills, the final notice of intent to levy, and the IRS has attempted to contact 
the taxpayer FMS would compare the data on the IRS tape to its own records to 
determine if any of the delinquent taxpayers are receiving federal payments. If there is 
a match, FMS would reduce the federal payment to that taxpayer by a certain 
percentage. The levy would remain in effect until the taxpayer contacts the IRS and 
makes other arrangements to pay the taxes owed or until the taxes are paid through 
reduction of the federal payments. FMS would electronically transmit the money to the 
IRS and the IRS would credit the taxpayer’s account with the levied amount. The 
taxpayer would be notified by FMS that the IRS has levied upon the taxpayer’s federal 
payment and the taxpayer should contact the IRS with any questions. 

The proposed levy procedure would apply to certain non-exempt, non-means 
tested federal payments. A non-means tested federal payment is defined as a federal 
payment for which eligibility is not based on the income and/or assets of a payee. 
Payments to federal contractors, annuity and pension payments are within the 
definition: loan payments are not. The IRS is currently authorized to levy upon Social 
Security and federal pensions under section 6334 of the Internal Revenue Code. 

In addition to Social Security benefits, the proposed levy procedure would allow 
the IRS to have a “continuous" levy upon annuity or pension payments under the 
Railroad Retirement Act, benefits under the Railroad Unemployment Insurance Act and 
workmen’s compensation. However, this provision, in our opinion, would be most 
effective in collecting taxes owed from those business taxpayers who are delinquent in 
paying over the social security and income taxes withheld from their employees; yet are 
receiving payments under one or more federal contracts. 

The proposed bill eliminates the need for the IRS to interact with each federal 
department or agency individually to determine whether a taxpayer is receiving 
payments under a government contract because FMS already interfaces with these 
agencies as part of its responsibility for issuing checks on their behalf. This is cost 
effective - saving time for the IRS, as well as for other Federal agencies. 


I want to assure this Subcommittee that if the continuous levy proposal were 
enacted, the IRS would issue procedures to guard against “automatic” levy action upon 
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Social Security benefits. These procedures would require a case-by-case decision 
before a continuous levy could be utilized against Social Security benefits. Taxpayers 
who are affected by this proposal would be afforded their rights before a levy is affected 
against their federal payments. Taxpayers would receive the “standard" series of bills 
and a notice of intent to levy. At any time during this process, taxpayers can contact us 
to make other arrangements to pay or othenMise resolve the tax matter. Once the 
taxpayer receives a notice of intent to levy, under our new Taxpayer Bill of Rights 11 
administrative provisions, taxpayers can appeal the levy action. And taxpayers have 
the right for reconsideration because of significant hardship. Generally, the IRS will 
release a levy if the taxpayer has a hardship, even if the taxpayer has ignored all 
previous attempts at resolving the delinquency. Furthermore, if a taxpayer feels that 
the request for hardship was unfairly denied, a Taxpayer Assistance Order can be filed 
with the Problem Resolution Office. 

Conclusion 

I have tried to demonstrate to you and the members of the Subcommittee the 
priority and significance that the IRS attaches to the collection of revenue through the 
effective management of the accounts receivable inventory and how the Debt 
Collection Improvement Act of 1995 would assist us in collecting some accounts in the 
accounts receivable inventory. 

Madame Chairman, that concludes my remarks. Mr. Rhodes and I would be 
happy to answer any questions. 
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Mrs. Johnson. Thank you very much. 

I appreciate your testimony this morning and let me start by 
asking you about the taxes that are owed that are below the 
thresholds of the regional offices. It is my understanding each re- 
gional office sets its own threshold below which they don’t carry on 
any collection activities. And that this threshold varies consider- 
ably throughout the country. Now, first of all, the idea of a thresh- 
old varying is fundamentally and, in and of itself, unfair. 

In a national system, if there is a threshold, it ought to be uni- 
form in my estimation. It is my understanding that in some areas 
the threshold is as low as $5,000 and in other areas it is as high 
as $75,000. 

So, I think that is an issue we need to look at here when we talk 
about tax collection. Are the underthreshold accounts, accounts 
that we might look at as accounts appropriate to turn over to pri- 
vate collection agencies since we have not been focusing publicly 
funded resources on that sector and the return is fairly small? 
Would that be an area in which with some safeguards, contingency 
fees might be appropriate? 

Mr. Donelson. Madam Chairman, let me address the issue of 
the below tolerance cases. We have a national standard that estab- 
lishes in our internal system cases that reach the field or the dis- 
trict offices or the regional offices you referred to. But below a dol- 
lar standard which is not a published or a public number, we do 
have one standard for the whole country and those are generally 
on the low dollar end of the 

Mrs. Johnson. Excuse me, I didn’t quite understand you. You do 
or don’t have one standard? 

Mr. Donelson. We do have one, a standard for the entire coun- 
try that is a low dollar number that we don’t publish but we do 
have one standard. 

In addition to that, though, you are correct in that in each dis- 
trict office we establish a queue score which is basically a decision 
point above which all cases are assigned to collection agents. Those 
queue scores are assigned based on collection potential, not nec- 
essarily dollar amount. 

For example, business cases would receive a different score from 
an individual taxpayer case and different from a trust fund recov- 
ery penalty case based on the collection potential as much as the 
dollar amount. But the dollar amount is a major factor in deter- 
mining the queue score. Those numbers you have referred to are 
not necessarily dollar figures but score figures. 

But there is a close relevance to the actual dollar amount. You 
are equally correct to say we have a range in some districts at 
5,000 points on the queue score up to 75,000 points in other dis- 
tricts, and that is largely because of the inventory of resources that 
we have, the people that we have available to work cases. In a situ- 
ation where a geographical area might have a very bad economical 
situation occur, such as in California, Mr. Matsui’s State, those 
cases may mount up as people are not able to pay their taxes, and 
our queue scores in California are generally quite high because 
they have a disproportionate number of cases there compared to 
the number of people we have working. 
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In another State with a low queue score, there may be sufficient 
resources available and people who are full-time employees, who 
have got a lower inventory of cases to draw upon. We prefer to 
have our resources where our cases are but we cannot always con- 
trol that. 

Mrs. Johnson. These underthreshold cases generally start out as 
small liabilities, isn’t that correct? 

Mr. Donelson. Not necessarily. The underthreshold cases could 
be cases where a taxpayer simply didn’t file a return. That’s why 
we can’t refer to it strictly for dollar amounts because some of the 
cases are tax delinquency investigations which involve the fact that 
a taxpayer just didn’t file. So, they may have a different or a lower 
queue score. 

Mrs. Johnson. So, in what percentage of the threshold cases 
does the IRS make an initial attempt to collect? 

Mr. Donelson. We make an initial attempt to collect all the 
cases. They all receive at least one or two notices. The cutting edge 
difference is that after the notice stream, only cases above the 
threshold tolerance, or deferred level, are actually sent to our call 
sites for telephone contact. All cases above tolerance level or de- 
ferred level are sent to the call sites and they have at least a call 
site attempt to collect. After they have gone through our call sites 
and attempts have been made to collect, anything still remaining 
goes into our queue system. After the queue system is able to as- 
sign a queue score to that, automatically through computerization, 
the cases reside in our queue. 

Depending on the district, as we just discussed, and the re- 
sources available, those queue score cases would be assigned. Now, 
there are exceptions to that. There are some cases on a low dollar 
level that will be assigned directly to a collection agent because she 
or he already has cases related to that taxpayer assigned to him. 
So, a very low dollar case could come through the notice stream, 
the call site, the queue score system, and be assigned to somebody 
ahead of a larger dollar case simply because we already have an 
inventory of cases in the hands of that field agent. 

Mrs. Johnson. Has there been any discussion of this sector as 
a focus of private collection activities? 

Mr. Donelson. The sample of cases I referred to in my oral testi- 
mony, the 125,000 cases, is made up of a cross section of all types 
of work. We plan on offering the opportunity for the debt collectors 
to work on the very low tolerance cases. 

Mrs. Johnson. You do, in your testimony, suggest that in some 
of the new programs they have paid off because you went after a 
case immediately and there wasn’t a long lag time between delin- 
quency and action. One of the advantages of using the private sec- 
tor where there are small cases involved, or small amounts in- 
volved, is that you can avoid lag time, the development of lag time 
because the agency isn’t going to go after small amounts if they can 
use the same personnel to go after larger amounts. 

So, is there some way of accelerating the attention that small 
amounts get by moving them far more aggressively and rapidly 
into a private collection system? 

Mr. Donelson. I think that is one of the things we will find out. 
I also want to point out that although we declare them below toler- 
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ance or defer level, 80 percent of those are collected through the 
statute period. So, we do get that money eventually, and we do get 
interest and penalties along with that. 

But, your point is well taken, that would be an area we would 
be very interested in seeing how well this pilot works out. 

Mrs. Johnson. In the currently not collectible accounts you have 
some that are not collectible because you can’t locate or contact the 
taxpayers. Again, is this not a group that would be useful to turn 
over to the private debt collectors? 

Mr. Donelson. Absolutely. It would be an interesting category 
of cases to see if they can find the people we couldn’t find, abso- 
lutely. 

Mrs. Johnson. Thank you. 

Mr. Matsui. 

Mr. Matsui. Thank you very much. Madam Chairman. 

It has been my understanding and I am trying to understand all 
this in terms of what the position is of the Service and also the 
Treasury Department. I know that OMB favors contracting these, 
sourcing these out to private collectors. I am still trying to under- 
stand whether or not Treasury and/or IRS has a position on wheth- 
er this is a good idea, a bad idea, or whether more funds could ac- 
tually do the job in a more effective, efficient way. 

In other words, you see, first of all, I want to thank Representa- 
tive Johnson, her staff, and certainly Chairman Archer for assert- 
ing their jurisdiction over this issue because I think it is extremely 
complex and it requires a great deal of expertise. I think this Sub- 
committee staff, along with the agencies, have the expertise. Obvi- 
ously, this has come to us because it was in another Committee’s 
jurisdiction and not taking anything away from the expertise of the 
other Committee, but this Subcommittee and this Subcommittee’s 
staff have been working on these issues for years. 

This is not the first time we have talked about sourcing out debt 
collection from the taxpayers. But what I need to know, if it is pos- 
sible to know this, what is the position of the administration or is 
there a position that is unified at this time? Because it could very 
well be it is not because you might have different interests. OMB 
just wants the increased revenues, obviously, as everyone does, but 
your interest may be a little different. 

Ms. Beerbower. I think, Mr. Matsui, your question is a good 
one, and the sophistication of this Subcommittee appreciates that 
one simply cannot take a position on outsourcing Federal tax debt 
collection. It depends. Is there ^mything in the collection process 
that could be appropriately outsourced, as we have gone over and 
go over, in detail, in the written testimony. 

There are a number of nondiscretionary types of functions that 
could probably be appropriately outsourced, and they do not 
present the same types of Taxpayer Bill of Rights, safeguards is- 
sues, as a total outsourcing of all Federal tax debt collection would 
do. 

The support of any particular proposal would depend where on 
the continuum and what types of activities are being outsourced 
with what restrictions are being imposed on those activities. 

The support or opposition of the administration would depend on 
the nature of what was being outsourced. 
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Mr. Matsui. Yes. And see, I guess that is where my problem is, 
because if you look at what came out of the other Committee, the 
Government Reform Committee, one will find that there are not 
any standards on confidentiality and there are no standards in 
terms of these debt collectors, and, you know, what rules they com- 
ply with — State rules, or comply with Federal rules that we would 
have to promulgate, or the current IRS regulations. No one really 
knows at this time. 

That being the case, I can understand why you cannot take a po- 
sition. But the issue is. Do you believe you can come up with some 
safeguards that would allow it, and then what category of tax- 
payers. As you suggest, there may be some that certainly can be 
contracted out, but, again, are those easy ones, are those ones you 
are going to get money for anyway, and are you just going to give 
a 25- or 30-percent kickback to the debt collector, where then the 
Service loses money, or they skimmy. 

The hard ones, the debt collections may not want and they will 
not do much work. So there are a lot of facets to this that I am 
trying to understand. 

Ms. Beerbower. Absolutely. 

Mr. Matsui. I cannot seem to grapple with it because I do not 
know where the center of gravity is in this discussion at this time. 
But I think it is an important issue, obviously. 

Ms. Beerbower. But I think it illustrates the great need for care 
and study before action in this particular area. I mean, clearly, one 
could study as a legal issue what can be outsourced. Then one 
could study as a taxpayer rights exercise what safeguards must be 
in any outsourcing. 

Then one could study the economics of the cost benefit of 
outsourcing this particular activity. Is it cost efficient to do so? And 
in the end of that study, and certainly the pilot program offers 
some opportunity to begin this exercise — at the end of it one could 
conclude that certain kinds of activities meet whatever the criteria 
are that are established for successful tax debt outsourcing. 

Mr. Matsui. It would be my hope that — and I think what you are 
saying is entirely reasonable. It would be my hope that the Office 
of Management and Budget understands the complexities of this, 
so that they do not immediately throw something out and then all 
of a sudden we react to it, and then ask you to implement some- 
thing that is unimplementable. 

You see, maybe that is where the discussion has to start, from 
0MB, because I understand they were the ones who first raised 
this issue, and then it kind of had a life of its own. 

So somebody needs to get to them, so that we can get some help 
on how we deal with this problem. 

Now, we do have the problem of $200 billion that is uncollectible. 
Now, I think a further analysis should be done — and again, I am 
not suggesting we raise more funds for the Service so they can do 
their job better — ^but maybe one needs to look at that as — again, 
you use the word “cost benefit.” 

What is the most effective way to get this additional debt that 
is due the government, but is not being collected at this time? 
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I think we need to ask that question very fundamentally, and 
maybe that is where it should start before 0MB begins to make 
rash statements, if in fact they are rash. 

Let me move over, if I may. Mr. Donelson, you talked about the 
125,000 taxpayers you will be seeking through this demonstration 
program, and I think that is excellent and obviously we look for- 
ward to the results of that in 1997. 

You indicated there are safeguards. Do you have the safeguards 
promulgated yet, regs or rules? 

Mr. Donelson. Yes, Congressman, we have issued an RFP and 
it has been on the street, and it is now closed, and all the prospec- 
tive reaction to that is in. So we are going through that process 
now. 

We are well on schedule and should be able, without any delays 
in our schedule, that are unforeseen, to deliver cases as early as 
July this year. 

Mr. Matsui. ok. I suppose you will be able to give us some 
progress reports on this as times goes on. 

Mr. Donelson. Absolutely. 

We are in the middle of the competitive procurement. The time 
for receipt of proposals has closed. The IRS was very pleased to re- 
ceive more than 30 proposals. We are currently in the advanced 
stages of evaluating these proposals. Absent any delays, the con- 
tract should be awarded in about 2 months. 

Mr. Matsui. Because this obviously is an important issue. Over 
the years, this issue would come up but I have not thought it 
through as we are trying to think it through now, and I appreciate 
this opportunity. 

Let me just ask one more. Madam Chairman. If I could just get 
into one last area. 

In terms of the continuous IRS levies and the $800 million poten- 
tial levy on Social Security checks, I understand individuals, be- 
cause of Social Security overpayments, or whatever the case, I un- 
derstand that the veterans are not included in this. Right? 

There is an exemption for veterans. And then the Social Security 
will not kick in until $9,000. Is that my understanding? 

Ms. Beerbower. It is my understanding, if you are addressing 
the debt — I mean, we have some confusion in terms of whether the 
proposal you are addressing is the one that is in the continuing res- 
olution at the moment, or the original 2234, or whether it was the 
original administration proposal. 

Mr. Matsui. Does the proposal that is out there now exempt VA? 
I guess that is the first question I have. Does anyone know that? 

Mr. Rhodes. Mr. Matsui, I believe they are not exempted under 
the existing 

Mr. Matsui. Because of the prior proposal, they are exempt, is 
that right? 

Mr. Donelson. Right. 

Mr. Matsui. They would not be exempt in this case. 

Now, do we have a profile of this $800 million, how many Social 
Security recipients will be impacted by this, and then how would 
you classify them? 

Or maybe it is too early yet for that information? 
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Mr. Donelson. I think it is too early. That is why in my oral 
statement, Mr. Matsui, I said that last year we had a little bit less 
than 2,000 situations where we had to levy. Some of those were the 
same taxpayer more than one time. We use that with managerial 
approval. It is not a step we contemplate until we have exhausted 
all of the levy sources. It is almost a position of last resort for us. 

This proposal to have a tape to tape exchange has some dangers 
that go with that, that we are not going to tread on lightly. We will 
ask FMS, we envision asking FMS to score the tape, send us back 
a record, and tell us, “This is who might be getting a payment, do 
you still want us to do something with them?” 

We will engage in some activity on a case by case basis, rather 
than some kind of an across-the-board action which is more likely 
to happen when we exchange a tape on business cases. 

So we are going to be extremely careful with Social Security re- 
cipients, and we have not worked out all the issues with Veteran’s 
Affairs, because obviously we have certain exceptions, even in to- 
day’s environment, on paper levies. When we levy, one at a time, 
there are certain veterans that are exempt from levy on their bene- 
fits, and we would not envision going anywhere beyond that, maybe 
negotiate something less than that now. 

Mr. Matsui. Do you know when you might have the data avail- 
able that 

Mr. Donelson. We will wait and see if the bill passes, and we 
are working behind the scenes. I do not have a date for you yet. 

Mr. Matsui. OK. I want to thank all three of you. 

I hope my comments are not meant to imply that I would not 
want to see contracting out. It is just that if in fact it should hap- 
pen, I would hope we would have safe^ards both in confidentiality 
and also standards in terms of collection. Obviously, your agencies 
will be the ones to have to put those together, and I am very guard- 
ed about this, because I would be very concerned, after passing a 
Taxpayer Bill of Rights, all of a sudden going in the opposite direc- 
tion. 

Because there are a lot of issues, and I do not want to take too 
much time, but if there is a breach of confidentiality by a collection 
agency itself, how do we impose enforcement in that situation? 

Are there going to be fines, or will there be criminal penalties 
against the individual, against the collection agency? 

We know what we can do to a Service employee who would do 
that — firing or whatever it might be — but when you contract it out 
to an independent contractor, you have a wide variety of issues. 

I understand the interest in making sure there is separation, 
that information from the government cannot be used for other col- 
lection. 

On the other hand, how do you make sure there is a “fire wall”? 
We have had that problem with the Bell Atlantic and AT&T on the 
telecommunications bill, and we still have not quite figured that 
out. 

This is much easier to do if five people are in an office trying to 
collect money, and they say, “Well, I am getting it from Jim Jones, 
and what about you?” Why don’t you — ^you know, it is easy to get 
those records, and I do not know how we deal with this, but we 
somehow, obviously, need your expertise. 
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Mr. Donelson. Congressman, the RFP I think we have submit- 
ted to the Subcommittee staff, and will be glad to submit it for the 
record as well — the RFP outlines the provisions that would guard 
against any abuses, and what would happen if any abuses occur. 

[The RFP and amendment with attachments are being retained 
in the Committee’s files.] 

Mr. Matsui. Would there be criminal penalties involved if some- 
body abuses records? 

Mr. Donelson. The same criminal provisions that apply to our 
agents. 

Mr. Matsui. OK. 

Mr. Donelson. Then there will be penalties regarding payment 
that could be defaulted on the award, if there are abuses. 

Mr. Matsui. I appreciate this, and thank all three of you. 

Chairman Johnson. Mr. Portman. 

Mr. Portman. I thank the Chair and I want to thank Mr. Matsui 
for soliciting the administration’s more precise position, and thank 
you for responding. 

I think I understand it better now. That was my primary con- 
cern. I have a few specific questions. 

The first one has to do with the contingency-fee arrangements. 

Ms. Beerbower, in your testimony, you acknowledged that in the 
private sector, often the collection agencies do have an incentive 
built in which is a contingent arrangement. 

You talked about the prompt deposit requirement that all funds 
collected by Federal agencies must be put in the general revenues, 
and so on. 

I think that is generally correct. It is my understanding, though, 
that we also have a statutory exemption, or an exception to the act, 
which does grant general authority to other agencies, not in tax 
collection but in debt collection, that permits contingency arrange- 
ments. 

Without getting into the merits, or demerits of that approach, I 
wonder why that would not apply equally well to the tax side, as 
it does to other Federal debt being collected, and to the extent it 
is used in the private sector, to the extent it makes sense as an 
incentive, why would it not make sense on the tax side as well? 

Ms. Beerbower. Well, clearly. Congress can change the law and 
allow whatever it thinks is appropriate in terms of methods of com- 
pensation. 

What we discovered in preparing for this hearing is that there 
is quite a bit of history back in the Taxpayer Bill of Rights I on 
the evaluation of performance that was based on amounts collected. 

At that time — and certainly, one can review that record — Con- 
gress was very concerned about the message it sent to collectors, 
when they were told that their performance depended upon the 
amounts that were involved. 

The suggestion that the amounts involved rewarded the particu- 
lar collectors in particular ways was prohibited by Congress. 

So while one could go back and revisit these issues, to determine, 
first, whether contingencies are appropriate, and second, the meth- 
od of paying, it would dictate that these particular provisions be 
changed, were we to outsource Federal tax debt collection. 
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Mr. PORTMAN. The agency will be wanting to work with Con- 
gress, though, to see whether that makes sense. You are indicating 
we would need a statutory change — I think that is correct — to 
apply it to tax collection as well as debt collection, generally. 

My question is. If we move down the road, as the National Per- 
formance Review suggested, as OMB seems to support, and as the 
department and the agency seem to want to try, at least, with this 
pilot study, would we want to look at what works in the private 
sector? That the incentive probably needs to be there. 

A second question really goes to Mr. Donelson, and I guess this 
is just a general question. If you had that $13 million to spend on 
IRS staffing, could you collect more? 

Mr. Donelson. It depends on what more the target is. We esti- 
mate — 

Mr. PoRTMAN. More than what you would get from the pilot pro- 
gram? 

Mr. Donelson. We do not know. We have to wait for the pilot 
program results to come in, but we are anxious to see those results. 

Based on our own activity, we would invest that money in 
upfront collection activity. We would put it probably in our call 
sites, and based on our performance, we would collect that $13 mil- 
lion, invest it in salaries and staffing, about $325 million. 

Mr. PoRTMAN. What would be the amount collected based on a 
$13 million investment? 

Mr. Donelson. About $325 million. 

Mr. PoRTMAN. Would that be primarily from the third group, 
from the queue? 

Mr. Donelson. That would be from the automated collection, the 
second phase. After notices, the collection calls. 

Mr. PORTMAN. The other question I have, and this is not specifi- 
cally addressed to the testimony, I know it is difficult to come up 
with numbers, but the $200 billion figure is used, and was used in 
the other Committee of jurisdiction. And others say it is signifi- 
cantly less than that. 

Your own data, I think at the IRS, shows that $63 billion of that 
represents taxes that may have been assessed, but are not valid re- 
ceivables, and you talked a little about the difference between the 
private and the public sector as to how we look at the term ac- 
counts receivable. 

In particular, you indicate they may really be place markers for 
compliance actions from nonfilers, so it is not so much taxes that 
have been assessed, but there is a compliance action underway that 
would lead to that. 

My question is. Do you have a system in place to differentiate 
between those tax debts and other, what you would consider to be 
more traditional debts, in the private sector sense of the word? 

If you do not have that differentiation, how does it make sense 
to ask debt collectors, or tax debt collectors to target, and to focus, 
where appropriate? 

In other words, if the IRS does not have a system in place to dif- 
ferentiate, how are we really going to effectively be able to target 
and collect? 
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Mr. Donelson. First of all, Congressman, the valid/invalid argu- 
ment is an issue regarding our financial audit and our financial 
analysis of that already considerable inventory. 

In fact we collect or pursue those “invalid” cases because we have 
no alternative, and oftentimes we have established those, as you 
imply, through a substitute-for-retum process, either for a business 
or an individual. 

We establish that debt in order to create some leverage opportu- 
nities for us to get the taxpayer’s attention. Oftentimes taxpayers 
who do not file returns, and just try to drop out of the system, re- 
quire us to create a return for them, so that we can then pursue 
them in a collection activity. 

In the case of a taxpayer who does not file his income tax return, 
or his business taxes, we have very little leverage other than to es- 
tablish an assessment. 

After we do that, then we have a lot of leverage, either a seizure, 
enforcement action, and so forth. 

So that is what is characterized, by the way, as an invalid as- 
sessment. 

Mr. PoRTMAN. Let me interrupt for 1 second. 

So those invalid assessments would not necessarily be something 
that a private entity should not pursue? 

Mr. Donelson. That is correct. 

Mr. PORTMAN. They are differentiated in 

Mr. Donelson. But it gets very complicated when the private 
company perhaps would confront the taxpayer and say you owe x 
amount of money. 

Mr. PORTMAN. When there has not been a formal assessment. 

Mr. Donelson. And the taxpayer would say. No, I do not, here 
is my return. Then we get into a situation where the inherently 
governmental aspects of this whole dilemma come to fore. Because 
we have the 

Mr. PORTMAN. But that can happen in any case. 

Mr. Donelson. It could happen in a “valid” case as well. 

Mr. PORTMAN. It could happen whether it was the IRS undertak- 
ing the collection activity or whether it was the private collector. 

Mr. Donelson. You are absolutely right. But we have the tools 
to determine whether or not the taxpayer’s claim is correct or not. 

Mr. PORTMAN. That gets to some of the privacy concerns Mr. 
Matsui raised. If you give a private entity a name, address, and an 
amount owed, it might be appropriate to target them on the so- 
called valid assessments. 

Mr. Donelson. Valid. Exactly. 

Mr. PORTMAN. Thank you very much. 

Chairman Johnson. In letting the contracts for your pilot 
project, are all those contracts covered by the Taxpayer Bill of 
Rights protections and the other protections in the law for the tax- 
payer? In all those contracts, are those protections guaranteed? 

Mr. Donelson. In the $13 million pilot. Madam Chairman? 

Chairman Johnson. Right. 

Mr. Donelson. Yes. 

Chairman Johnson. Has that made it difficult to get interest 
amongst private collection agencies? 
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Mr. Rhodes. Madam Chairman, I think because of where we are 
in the procurement process, to comment whether or not we are 
having difficulty getting bids in might give some information as to 
whether or not we have had 

Chairman JOHNSON. OK. Right. I thought that might be the case. 
But we do need to know that, and how soon would we be able to 
talk about those things? 

Mr. Rhodes. Our plans are to award the contract this summer, 
June to July timeframe. At that point, we would be in a much bet- 
ter position to answer the question. 

Chairman Johnson. And also about 

Mr. Donelson. Madam Chairman, if I could just add. Without 
getting into specific numbers, we have had a very active reaction 
to this contract proposal, this RFP, and we have had lots of activity 
and interest in several — more than several. A large number of peo- 
ple — 

Chairman JOHNSON. I was just wondering whether those protec- 
tions were a sufficient disincentive to participate. 

Mr. Donelson. No, they have not been. 

Chairman Johnson. They clearly are not. 

Mr. Donelson. No, they are clearly not. 

Chairman Johnson. Your lack of ability to guarantee a certain 
portion of the collections as compensation has also not acted as a 
disincentive 

Mr. Donelson. Absolutely not. 

Chairman Johnson, [continuing]. To the private sector to be in- 
terested in this activity. That is helpful. 

In the administration’s debt collection initiative, which is now in 
the continuing resolution, it would expand the Federal Govern- 
ment’s administrative offset authority to allow for the collection of 
Federal debts from non-means-tested Federal programs. 

The administration exempted the first $10,000 of Social Security 
benefits from administrative offset. Yet your IRS continuous levy 
proposal would allow up to 15 percent of Social Security benefits 
to be levied, with no exempt amount. 

Why does the administration believe a $10,000 exemption for So- 
cial Security benefits is appropriate for an administrative offset for 
other Federal debts, but not in the case of tax debts? 

Ms. Beerbower. Well, certainly this Subcommittee is very famil- 
iar, there are a number of steps, procedures, investigations, and re- 
strictions that apply to the Internal Revenue Service when it is 
pursuing its collections, and when there is evidence of hardship. 

There are not only requirements, but there are a series of proce- 
dures that take place, that will counteract the prompt assessment 
or levy in a situation where there is hardship. 

The administration is aware of those procedures that the IRS fol- 
lows and is not concerned about levies being made inappropriately 
on people that cannot afford to pay. 

In fact the IRS can comment on this, but it is my understanding 
that in a continuous levy situation, if there were a hardship, that 
that does not even go, in terms of being submitted for continuous 
levy, it stays within the Service for other types of collection. 

So in the administration’s judgment, 15 percent was an easy 
number for the financial management services people to admin- 
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ister, and we were not concerned about protecting situations that 
might be subject to hardship, for all the reasons that I have out- 
lined. 

Chairman JOHNSON. I will be interested, when you are done with 
this round of contracting, incidentally, in what performance stand- 
ards you do use, since we are not going to use the amount of money 
collected. 

We will be interested in looking at that, when that comes back. 

On the issue of what it is we are trying to collect, does the IRS 
need legal authority to report taxes that have not been paid, dif- 
ferently? 

It seems reasonable to treat, for example, taxes that have been 
specifically the subject of negotiation between the government and 
the private sector and have been specifically agreed as something 
that will not be pursued, as in some of the S&L agreements, to not 
include those taxes as part of our collectable taxes. 

There are other kinds of liabilities that you include under the 
general rubric of reportable uncollected taxes, that I think genu- 
inely mislead the public as to whether or not these taxes are col- 
lectible. 

For instance, the taxes owed by bankrupt individuals or by cor- 
porations that are no longer in existence and have no assets. 

Has the Service considered rethinking how it reports uncollected 
taxes? 

Mr. Donelson. Back in 1988, as I mentioned in my oral state- 
ment, we started to look at this, and one of the things we did at 
that time was to slice the accounts receivable into the many compo- 
nents that it is made up of, and we came up with the components 
you just referred to, and some others. 

The whole idea of accounts receivable that is made up of busi- 
ness trust fund taxpayers or corporations, and also of individual re- 
sponsible officers, which results in a double counting of that, has 
been included in our discounting to reach this $200 billion number. 

For example, if five people are deemed responsible for not turn- 
ing trust funds over to us, we set up an assessment in their name, 
individually. 

We carry the assessment on the books for the corporation, even 
though it is defunct, or out of business; but we have also set up 
an assessment against the five individuals who we deem respon- 
sible, so that we have been able to draw lines of distinction to de- 
termine what our accounts receivable truly are. We are able to dis- 
count those kind of situations so we do not double count. 

The slices we have carved out for uncollectibles, and bankrupted 
and deceased taxpayers, and so forth, are in our overall 
uncollectible or currently not collectible part of the accounts receiv- 
able, which is also a further delineation of that. 

So we have a number of cuts at that to determine what should 
be measured. However, I think Congress would have to look at a 
situation where we would agree to a point at which cases would be 
taken off the books; that is, the statute would not apply, the statu- 
tory limitations of 10 years would not apply. 

That would be something Congress would have to do. 

Chairman Johnson. Well, I would be interested in what cat- 
egories specifically of dollar amounts ought to be in some other re- 
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port, because I think one of the reasons people are not very proud 
of their government is because their government does not provide 
them very accurate information about what they are doing, or why. 
I think to suggest to the public that there is 200 billion dollars’ 
worth of uncollected taxes out there every year is to specifically 
mislead them as to the level of compliance our voluntary system is 
capable of. 

So I am interested in what legal language you would need and 
what kinds of reports you would recommend in order to get some 
of the money that clearly is not collectible. We might want to at 
least know it is there. We may benefit more from a 5 year rather 
than 10 year collection statute. But I think we need to make some 
changes in how we talk about our tax debt in order to have a more 
accurate conversation with the citizens of this Nation. 

I would like to have your thoughts on what changes need to be 
made in that regard, as part of this effort, and the legislation that 
Mr. Horn is interested in pushing forward. 

I thank the panel. 

Mr. Donelson. We would appreciate that opportunity, too. 
Madam Chairman. 

We are still analyzing the categories of CNC cases where the IRS 
would recommend a collection statute of less than 10 years. We 
should be in a position to share our thoughts with the Subcommit- 
tee in 30 days. 

Chairman JOHNSON. Mr. Matsui. 

Mr. Matsui. Thank you. Madam Chairman. 

Mr. Donelson, I want to follow up, I think, on the line of ques- 
tioning that Chairman Johnson was asking. 

There is an x stage process that one goes through with the tax- 
payer in terms of the collection of debt, first of all, making sure 
that it is a legitimate debt and then you go through a number of 
steps, even installment payments, and now through the Taxpayer’s 
Bill of Rights, a waiver of penalties in certain kinds of cases. 

Of these 125,000, how did you profile them? I mean, what level? 
Did you do it on the basis of years? 

In other words, you have up to 10 years, 5 years, and forward. 
In other words, from 5 to 10 years you would take those debts and 
throw them in this 125,000. The power of attorney issue, for exam- 
ple, anybody that has a power of attorney, any taxpayer, you have 
excluded them from this category. 

How did you do this? And for example, let us take the latter first, 
and then maybe you can explain the methodology used in this area. 

Mr. Donelson. Well, we have an array of cases, types of cases 
in this 125,000, and we think we did that for all the right reasons. 

We wanted to, first of all, be very much evenhanded in our ap- 
proach here, so that when we spent this 13 million in a pilot, it 
would tell us a lot, and we want to know whether the pilot will be 
effective on the low dollar cases, business cases, individual cases, 
cases that have been previously examined and deemed to be cur- 
rently not collectible, as the Chairman said earlier. 

Cases where we could not find the taxpayers, or could not locate 
their assets. That entire spectrum of cases. 

But clearly, we had to stay away from some cases. There would 
not be an awful lot of sense in giving cases where people are de- 
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ceased, for example, and those cases that are currently not collect- 
ible because of a deceased taxpayer. It does not make any sense to 
give those kind of cases to the private debt collectors. 

But we have a rather robust, I will call it, assembly of cases, or 
a variety of cases. I will let Mr. Rhodes add some more clarity to 
that. 

Mr. Matsui. Let me tell you, the reason I think the methodology 
is important, because obviously, at the end of the day in 1997, we 
are going to say, as Mr. Portman asks, “How much did you collect?” 
And you could play with the numbers. 

If you skim, obviously you can have a lot of money collected with 
the $13 million, and say, “My Grod, you know, we collected $12 bil- 
lion for a $13 million investment.” But that is if you are skimming. 
We will not know that unless we understand the methodology. 

Or you could just make the very difficult cases that are 
uncollectible, and say, “Well, we only raised $10 million through 
this process.” And we say, “Well, geez, that is a waste of $13 mil- 
lion.” We only netted three, or we lost $3 million. So your meth- 
odology is almost going to determine whether this is a good idea 
or a bad idea. 

I suppose we really need to get into this. Probably a hearing 
process is not a good way to do it. But we do have to understand 
how this is being done. That is the reason I think this is a critical 
issue, that perhaps staff to staff should be meeting. 

But perhaps Mr. Rhodes could discuss this. 

Mr. Rhodes. Well, Mr. Matsui, I think Mr. Donelson said earlier 
on, and I refer back to that section where he mentioned that we 
really made an honest attempt to try to build into this test a wide 
cross section 

Mr. Matsui. Yes, and I am not suggesting there was any effort 
to mislead amyone. 

Mr. Rhodes. I understand. 

Mr. Matsui. It is just that that is my concern. 

Mr. Rhodes. But, really, by doing that, we feel at the end of the 
pilot, we will be in a position to fairly evaluate what works and 
what does not work in the process. I think we can talk much more 
about that with the Members of this Subcommittee as soon as the 
contract is awarded. 

Mr. Matsui. Thank you. 

Chairman JOHNSON. I thank the panel and would like to call 
now — thank you very much, we look forward to working with you 
on this — Lynda Willis, the Director of Tax Policy and Administra- 
tion of the GAO. 

Ms. Willis, thank you for being with us today. 

STATEMENT OF LYNDA D. WILLIS, DIRECTOR, TAX POLICY 

AND ADMINISTRATION ISSUES, GENERAL GOVERNMENT 

DIVISION, U.S. GENERAL ACCOUNTING OFFICE 

Ms. Willis. Madam Chairman and Members of the Subcommit- 
tee, we do have a complete written statement we will submit for 
the record. 

With your permission, I will briefly summarize that statement 
now. 

Chairman JOHNSON. Thank you. I appreciate that. 
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Ms. Willis. We are pleased to be here today to assist in your re- 
view of IRS collection practices. Every year, IRS successfully col- 
lects over a trillion dollars in taxes, yet at the same time tens of 
billions more remain unpaid. 

My testimony today discusses the debt collection challenges fac- 
ing IRS and the potential benefits of involving private debt collec- 
tors in the tax debt collection process. 

A number of longstanding problems have complicated IRS’ efforts 
to collect its accounts receivable. Of foremost concern is the lack of 
reliable and accurate information on the nature of the debt and the 
effectiveness of IRS collection tools. 

Without reliable information on the accounts they are trying to 
collect and the taxpayers who owe the debts, IRS agents generally 
do not know whether they are resolving cases in the most efficient 
and effective manner and many spend time pursuing invalid and 
unproductive cases. 

IRS also does not have reliable data on the effectiveness of its 
collection activities and programs. Consequently, it is unable to tar- 
get its efforts specifically to the taxpayer and the the tax debt in 
question. 

IRS is currently trying to capture this data on its Enforcement 
Revenue Information System and other computerized systems. 
However, there are questions about the accuracy of the data pro- 
duced by these systems. 

The age of the debts in IRS’ accounts receivable inventory is also 
a problem. IRS’ inventory of tax debt includes delinquencies that 
may be up to 10 years old. As a result, the inventory includes old 
accounts that may be impossible to collect. 

In addition, the age of the receivable does not reflect the addi- 
tional time it takes for IRS to actually assess the taxes in the first 
place. 

It may be up to 5 years from the date the tax return is due be- 
fore IRS assesses the additional taxes. The age factor significantly 
affects the collectibility of the debt, because as both private and 
public sector collectors have attested, the older the debt, the more 
problematic collection becomes. 

Another factor relating to the collectibility of tax debts owed by 
individuals is source of income. 

Taxpayers earning income from nonwage sources, such as pen- 
sions, self-emplo 3 Tnent, and investments are more likely to be de- 
linquent in paying their taxes, and often owe more than wage earn- 
ers who have their taxes withheld. According to IRS data, 74 per- 
cent of its inventory of tax debts owed by individuals is owed by 
taxpayers whose income was primarily nonwage. The average tax 
delinquency of these taxpayers was about four times greater than 
that of wage earners — $15,800 versus $3,600. 

IRS’ collection process is also a problem in that it was introduced 
decades ago and is generally costly and inefficient. While the pri- 
vate sector emphasizes the use of the telephone, a significant por- 
tion of IRS collections resources are in field offices where personal 
visits are made. 

Updating its computer systems is another challenge facing IRS. 
Modernized systems could provide IRS collectors with online access 
to the information they need when they need it. Modernized sys- 
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terns would also help provide the management information needed 
to evaluate the effectiveness of IRS collection tools, as well as the 
ability to adopt flexible and innovative collection approaches. 

Moving now to the potential benefits of involving private collec- 
tors in Federal tax debt collection, we believe these entities offer 
the potential for improving IRS debt collection practices. 

In May 1993 we recommended IRS test the use of private collec- 
tors to support its collection efforts. Many States use private collec- 
tors to supplement their own collection programs, thereby taking 
advantage of private sector capability in managing receivables, 
gaining access to better technology, or avoiding the expense of hir- 
ing permanent staff. 

Last month as directed in its 1996 appropriations act, IRS issued 
a request for proposals from prospective participants in a pilot pri- 
vate debt collection program. 

Under the pilot, the private collectors are to attempt to first lo- 
cate and then contact delinquent taxpayers, remind them of their 
tax debt, and inform them of available alternatives to resolve the 
outstanding obligation. 

An important limitation of the pilot is that the private collectors 
will not be able to actually collect the taxes owed. Rather, they will 
facilitate information exchange and contacts between IRS and the 
taxpayer. 

During the pilot, the private collectors will face some of the same 
problems in working the pilot cases that IRS employees face. 

First, these are not new cases. All will have already gone 
through much of IRS’ collection process, and in some cases, the en- 
tire process. 

This means in effect the debt may be 10 years old. The cases 
may also contain some of the other information problems we dis- 
cussed earlier. 

Regardless, the pilot could provide useful insight into the effec- 
tiveness of the techniques and technologies used by the private sec- 
tor. 

For example, the pilot calls for 40 percent of the cases to be those 
in which IRS has been unable to locate or contact the taxpayer. 

The remaining 60 percent are cases in which IRS has success- 
fully contacted the taxpayer but has been unsuccessful in securing 
payment. 

To the extent that private collectors can locate, contact, and ar- 
range payment for these cases, the techniques used may be helpful 
to IRS. 

Other useful information could also be obtained on what collec- 
tion actions are most productive based on the type of case, type of 
taxpayer, and age of the account. 

Using the States experience as an indicator, IRS can expect some 
additional collections from its proposed pilot, but not necessarily a 
significant windfall. 

In closing. Madam Chairman, IRS faces many challenges in its 
efforts to improve the management and collection of its accounts 
receivable. 
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The key is to find solutions to the underlying causes of the prob- 
lems that affect IRS’ ability to collect delinquent taxes. Solutions 
will take time because the problems are pervasive and may involve 
all IRS functions and processes. 

As we have previously recommended, IRS needs to develop a de- 
tailed and comprehensive long-term plan to deal with the chal- 
lenges it faces and their interrelationships. 

With such a plan, IRS could better assure itself and Congress 
that it is on the right track. 

Madam Chairman, that concludes my statement. I would be 
happy to answer any questions you may have. 

[The prepared statement follows;] 
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STATEMENT OF LYNDA D. WILLIS 
DIRECTOR, TAX POLICY & ADMINISTRATION ISSUES 
GENERAL ACCOUNTING DIVISION 

Madam Chairman and Members of the Subcommittee; 

We are pleased to be here today to assist the Subcommittee in its 
review of the Internal Revenue Service's (IRS) tax debt 
collection practices. Every year IRS successfully collects over 
a trillion dollars in taxes owed the government, yet at the same 
time tens of billions more remain unpaid. As Congress works to 
balance the federal budget, these unpaid taxes become 
increasingly important, as do IRS' efforts to collect them. 

While most taxpayers voluntarily pay their taxes on time, some 
are unable or unwilling to do so. It is this latter group whom 
IRS must deal with in its efforts to collect delinquent taxes. 

In doing so, IRS faces several significant challenges, including 
a lack of accurate and reliable information on either the makeup 
of its accounts receivable or the effectiveness of the collection 
tools it has at its d^sposal, as well as receivables that are 
often years old, out-of-date collection practices, and antiquated 
technology. It is these problems and challenges--and their 
results--chat led us, the Office of Management and Budget (OMB) , 
and IRS to recognize IRS' accounts receivable as a high-risk 
area. To address these challenges, significant changes are 
needed in the way IRS does business, but IRS cannot do it alone. 

Recently, the IRS Commissioner has compared IRS to financial 
service organizations such as banks, credit card companies, and 
investment firms, bike these organizations, IRS processes data, 
maintains customer accounts, responds to account questions, and 
collects money owed. We agree with the Commissioner's functional 
comparison and believe that, while there are significant 
differences between IRS and these private sector businesses, IRS 
may benefit from using private collectors as a part of its 
portfolio of collection programs, and it is reasonable to assume 
that IRS could learn from their best practices as it works to 
resolve long-standing problems with its debt collection 
activities. 

My testimony today, which is based on past reports and ongoing 
work, discusses the debt collection challenges facing IRS and the 
potential benefits of involving private parties in the collection 
of tax debts. 

LONG_-_STANDING P_ROBLEMS CONTINUE 
TO UNDERMINE THE EFFECTIVENESS 
OF IRS COLLECTION PROGRAMS 

A number of long-standing problems have complicated IRS' efforts 
to collect its accounts receivable. Of foremost concern is the 
lack of reliable and accurate information on the nature of the 
debt and the effectiveness of IRS collection tools. 

Better Information Needed 

Access to current and accurate information on tax debts is 
essential if IRS is to enhance the effectiveness of its 
collection tools and programs to optimize productivity, devise 
alternate collection strategies, and develop programs to help 
keep taxpayers from becoming delinquent in the first place. 

Without reliable information on the accounts they are trying to 
collect and the taxpayers who owe the debts, IRS agents generally 
do not know whether they are resolving cases in the most 
efficient and effective manner, and may spend time pursuing 
invalid or unproductive cases. Of the approximately $200 billion 
currently in the IRS accounts receivable inventory, IRS data 
shows that approximately $63 billion represents taxes that, 
although they have been assessed, may not be valid receivables, 
but rather are "place markers" for compliance actions. 

For example, under IRS procedures, when IRS' information return 
matching process identifies a taxpayer who received a Form W-2 
but did not file a tax return, IRS creates a return for the 
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taxpayer. Generally, this is done using the standard deduction 
and single filing status, and often results in the taxpayer owing 
taxes. IRS then sends balance due notices to the taxpayer 
reflecting the amount of taxes owed as calculated by IRS--to 
encourage the taxpayer to file a return with the correct tax 
amount owed. If the taxpayer does not subsequently file the 
return, IRS records the amount it calculated as taxes due and 
generates a receivable. However, when contacted by IRS 
collection staff, the taxpayer may demonstrate that either no tax 
or a lesser amount of tax is actually owed. To more efficiently 
account for and collect money actually owed to the government, 

IRS would have to be able to differentiate these IRS-calculated 
accounts from those where there is an acknowledged balance due. 

In addition. IRS does not have reliable data on the effectiveness 
of its collection activities and programs. Consequently, it is 
unable to target its efforts specifically to the taxpayer and tax 
debt in question. IRS is currently trying to capture this data 
on its Enforcement Revenue Information System (ERIS) and other 
computerised systems. However, IRS has noted in the past that 
there are questions regarding the accuracy of the data produced 
by these systems. 

Age and Nature o f Tax Debts 

The age of the debts in IRS' accounts receivable inventory is 
also problematic. IRS’ inventory of tax debt includes delinquent 
debts that may be up to 10 years old. This is because there is a 
10-year statutory collection period, and IRS generally does not 
write off uncollectible delinquencies until this time period has 
expired. As a result, the receivables inventory includes old 
accounts that may be impossible to collect because the taxpayers 
cannot be located, or are deceased, or the corporations are 
defunct. 

Of the over $200 billion total receivabiSss invent©^ as of 
September 30, 1995, IRS data show that about $3& billion was owed 
by either deceased taxpayers or defunct corporations. Out of a 
total of 460 accounts received^le cases that we reviewed in our 
audit of IRS’ 1995 £in^ulcial statements, IRS identified 258 as 
currently not collectible; 198 of these cases represented defunct 
corporations, while the remaining 60 cases represented entities 
that either could not pay or could not be located. These cases 
represented $12 billion of the $26 billion included in accounts 
greater than $10 million. 

The age of the receivable does not reflect the additional time it 
took for IRS to actually assess the taxes in the first place. 
Enforcement tools, such as IRS' matching programs and tax 
examinations, may take up to 5 years from the date the tax return 
is due until IRS finally assesses the additional taxes. This 
reduces the likelihood that the outstanding amounts will be 
collected. 

The age factor significantly affects the collectibility of the 
debt because, as both private and public sector collectors have 
attested, the older the debt, the more problematic collection 
becomes. Because of these and other factors, IRS considers many 
of the accounts in the inventory to be uncollectible. 
Specifically, IRS has estimated that only ^d50ut $46 billion of 
the $200 billion inventory of tax debt as of September 30, 1995, 
was collectible. 

Another factor relating to the collectibility of tax debts owed 
by individuals is source of income. Taxpayers earning their 
income from nonwage sources, such as pensions, self-employment, 
and investments, are more likely to be delin<juent in paying their 
taxes than wage earners who have teuces withheld from their wages. 
Taxpayers with nonwage income are required to calculate their 
projected income and make estimated tax payments to IRS during 
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Che year. According Co IRS data, the average tax delinquency for 
taxpayers with primarily nonwage income was about 4 times greater 
than that for wage earners — $15,800 versus $3,600. IRS data also 
show that, at the end of fiscal year 1995, abput $75 billion, or 
74 percent of the $101 billion in IRS* inventory of tax debts 
owed by individuals, was owed by taxpayers whose income was 
primarily nonwage. 

Out-Of-Date Collection Processes 

IRS' collection process was introduced several decades 
ago, and although some changes have been made, Che process 
generally is costly and inefficient. The three-stage collection 
process--computer-generated notices and bills, telephone calls, 
and personal visits by collection employees--generally takes 
longer and is more costly than collection processes, in Che 
private sector. 

While Che private sector emphasizes Che use of telephone 
collection calls, a significant portion of IRS* collection 
resources is allocated Co field offices where personal visits are 
made by revenue officers. IRS has initiated programs and made 
procedural changes to speed up its collection process, but 
historically it has been reluctant to reallocate resources from 
Che field to the earlier, more productive collection activities. 
IRS* fiscal year 1997 budget request states that, although "these 
[revenue officer] positions still comprise the lion’s share of 
IRS' enforcement efforts, they also represent on the margin the 
least efficient use of IRS resources." Due to budget cuts, 
however, IRS is in the process of temporarily reassigning about 
300 field staff to telephone collection sites to replace 
temporary employees who were terminated. 

Antiquated Computer Systems 

Upgrading its computer systems is another challenge facing IRS. 
IRS is in the midst of a massive long-term modernization effort-- 
Tax Systems Modernization (TSM)--that if successful would, among 
other things, help IRS to better collect tax debts by providing 
its collectors with on-line access to information they need, when 
they need it. Modernized systems would also help provide the 
management information needed to evaluate the effectiveness of 
collection tools and the ability to adopt flexible and innovative 
collection approaches. Existing IRS computer systems do not 
provide ready access to needed information and, consequently, do 
not adequately support modern work processes. 

Although TSM is not expected to be completed any time in the near 
future, IRS has started to automate some collection activities. 
For example, IRS is currently developing an automated inventory 
delivery system that is intended to direct accounts, based on 
internally developed criteria, to the particular collection stage 
where they can be processed most efficiently and expeditiously. 
This system, which IRS plans to test in July 1996, is intended to 
move accounts through the collection process faster and cheaper 
than under the current system. 

Another effort under way involves the automation of certain field 
collection tasks. These tasks, like many in IRS, have for years 
involved the manual processing of paper, which has resulted in 
IRS field collection employees spending significant amounts of 
time on routine administrative duties. The Integrated Collection 
System (ICS) is a computer-based information system that is 
intended to automate some of the labor-intensive tasks performed 
by field revenue officers. While this effort is not a major 
technological advancement, it will be a step toward helping IRS 
employees be more productive by spending their time on more 
effective and efficient collection-related activities. Basic 
automation is a given in today's business environment, and if IRS 
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is to operate like a private-sector business as it says, systems 
that automate basic work processes are a must. 

According to IRS, implementing this system in two pilot districts 
has resulted in increased collections, faster case closings, and 
less time spent on each case. IRS employees using the system 
were also very supportive of it and enthusiastic about its 
benefits. The system is currently operating in six districts, 
and IRS plans to roll it out in three additional districts this 
year. According to IRS, further implementation is dependent on 
future funding and final measurements of productivity. 

POTENTIAL BENEFITS FROM 
INVOLVING THE PRIVATE SECTOR 
IN TAX DEBT COLLECTION 

Many private and governmental entities are involved in debt 
collection. We believe that these entities offer the potential 
for improving IRS debt collection practices. For example, as is 
being tried currently, there may be a role for private debt 
collectors in collecting federal tax debt. 

Potential Benefi ts of Using 
Private Debt Collectors 

In response to concern about the persistent nature of IRS' 
accounts receivable problems, IRS' fiscal year 1996 
appropriations legislation contained provisions that earmarked 
$13 million for a pilot program to test the use of private law 
firms and debt collection agencies to help collect delinquent tax 
debts . 

In May 1993, we recommended that IRS test the use of private debt 
collectors to support its collection efforts.^ IRS had looked 
into testing the use of private collectors as early as 1991, but 
had not carried through with any of its plans. 

IRS issued a request for proposals from prospective participants 
in the pilot program on March 5, 1996. The proposals were due by 
April 12, 1996, and the pilot is to last 1 year. Under the 
pilot, the private collectors are to attempt to first locate and 
then contact delinquent taxpayers,^ remind them of their tax 
debt, and inform them of available alternatives to resolve the 
outstanding obligation. 

An important limitation of the pilot is that the private 
collectors will not be able to actually collect the taxes owed; 
rather, the intent is for them to facilitate information exchange 
and contacts between IRS and the taxp>ayer. There is an 0MB 
policy determination and IRS Office of Chief Counsel guidance 
that specify that the collection of taxes is an inherently 
governmental function that must be performed by government 
employees. Private collectors, however, can perform collection- 
related activities, such as locating taxpayers and attempting to 
secure promises to pay. 

In addition, the private collectors will face some of the seune 
problems in working the pilot cases that IRS employees face. 
First, these are not new cases. All will have already gone 
through much of IRS' collection process, and in some cases, the 
entire process. This means, in effect, that some of the cases 
may have been in the accounts receivable inventory for up to 10 
years, and some may involve even earlier tax years. The cases 


^ Tax Administratio n: New Delinquent Tax Collection Methods for 
IRS (GAO/GGD-93-67, May 11, 1993). 

^Face-to-face contacts are not allowed. 
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may also contain some of the other information problems we 
discussed previously. 

The pilot could provide useful insight into the effectiveness of 
the techniques and technologies used hy the private sector in 
collecting older accounts. For example, the pilot calls for 40 
percent of the cases to be those in which IRS has been unable to 
locate or contact the taxpayer. The remaining 60 percent are 
cases in which IRS has successfully contacted the taxpayer, but 
has been unsuccessful in securing payment. To the extent that 
the private collectors can locate, contact, and arrange for 
payment on these cases, the techniques used may be helpful to IRS 
in its efforts to improve its collection programs. The private 
collectors will be bound by the same taxpayer-rights and 
disclosure considerations as apply to IRS employees. 

Other useful information could also be obtained from the pilot. 
For example, IRS could learn what actions are most productive 
based on the type of case, type of tcucpayer, and age of the 
account. For the information to be useful to IRS and Congress in 
evaluating the pilot, however, the saii 5 >le of cases must be drawn 
and the data captured in such a way that the appropriate analyses 
and tests can be done. We have not analyzed IRS’ methodologies 
for selecting its sample of cases or for evaluating the pilot. 

Industr y _B.est _Eractices 
May Be Helpful^ to IRS 

IRS faces many challenges in its efforts to improve the 
management and collection of its accounts receivable. The key is 
to find solutions to the major problems we previously discussed 
and their underlying causes that affect IRS’ ability to collect 
more delinquent taxes. Solutions will take time because the 
problems are pervasive and may involve all IRS functions and 
processes . 

Currently, IRS is making some changes to its collection process 
as a part of its modernization effort. We reported in the past 
that private collectors and states that are' engaged in collection 
activities similar to IRS' may provide some best-practice 
examples for IRS to use in benchmarking its efforts. 

Many states use private collectors to supplement their own 
collection programs, thereby taking advantage of private sector 
capability in managing receivables, gaining access to better 
technology, or avoiding the expense of hiring permanent staff. 
Although many states--including 33 of the 43 states that 
responded to our survey--have used private collectors, their 
experiences have varied widely.^ 

A majority of the states that responded to our survey used 
private collectors to collect delinquent individual income taxes 
owed by taxpayers residing outside their borders. Of the 28 
states responding. 14 said that private collectors were effective 
in collecting individual income taxes. Regarding other types of 
taxes, the 12 states expressing an opinion were about evenly 
split on the effectiveness of private collectors. Using these 
states' experiences as an indicator, IRS could expect some 
additional collections from its proposed pilot, but not 
necessarily a significant windfall. IRS may. however, benefit 
and learn from the private companies' collection techniques and 
use of technology. 

NEXT STEPS 


^Because all states did not respond to all of our survey 
questions, our analysis is not necessarily representative of 
experiences in all states. 
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IRS faces significant challenges in collecting tax debts. As we 
have previously recommended, because the problems are pervasive 
across all IRS activities and processes, IRS needs to develop a 
detailed and comprehensive long-term plan to deal with the major 
challenges it faces and their interrelationships.* With such a 
plan, IRS could better assure itself and Congress that it is on 
the right track and thereby better position itself to obtain the 
backing and support it needs. 

Key to improving IRS' collections of tax debt is the need for up- 
to-date and accurate information as well as modern equipment and 
technology. IRS also needs to determine the most cost-effective 
ways to prevent delinquencies from occurring, as well as what it 
can do in its return, payment, and compliance processes to reduce 
the number of invalid accounts entering the collection process. 

To stay competitive in today's business environment, IRS must 
continually strive to^ improve collections by testing new and 
innovative approaches. 


Madam Chairman, this concludes my prepared statement. I would be 
pleased to answer any questions. 


* Hiah-Risk Series; Inter nal Revenue Service Receivables (GAO/HR- 
95-6, February 1995). 
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Chairman Johnson. Thank you, Ms. Willis. 

Can the IRS not tell us at this time of their delinquent tax- 
payers, how many have been delinquent for 10 years, 9 years, 8 
years, 7 years, 2 years? 

Ms. Willis. IRS can age the inventory of debt, but it is my un- 
derstanding that in terms of being able to identify and tell you for 
specific cases, how old they are in the aggregate, they cannot do 
that. 

Chairman Johnson. So they cannot bring up a list of cases that 
are 3 years old, by taxpayer? 

Ms. Willis. I do not believe so. 

Chairman JOHNSON. That is interesting. 

If you were to restructure the presentation of what the 
uncollectible taxes are in America, would you change the wa 3 ' we 
do it now? 

Do you think there is a case to be made for more clearly identify- 
ing tax debt — that is literally, by anyone’s standards, uncollectible? 

Ms. Willis. Yes, Madam Chairman, we do, and that is one of the 
issues that we get into in our audit of IRS’ financial statements, 
that we think they need to do a better job of segregating out the 
various components of the debt, so that the Congress and the 
American public know exactly what is the makeup of the inventory 
and what parts of it are truly collectible. 

Chairman JOHNSON. Would it be helpful if we changed the law, 
so that that kind of debt could be identified, would have to meet 
certain standards, and once it met those standards was put into 
some other category than uncollected taxes? 

Ms. Willis. I am not sure how much the law would need to be 
changed at this point. I think there is an open question on the 10- 
year rule in terms of how long IRS does, indeed, have to retain that 
in its inventory, that they have indicated they are going to be look- 
ing at. 

But I think, without question, we need to do a better job of seg- 
regating out what is collectible, what is not collectible, what is a 
financial receivable, what is a compliance place marker, as I call 
them in my testimony. And what that will allow us to do is not 
only better understand what moneys we have, that we can hope to 
collect, but also better target our efforts to the individual taxpayer 
and the individual account, which we do not do very well right 
now. 

Chairman Johnson. Does the IRS have at its fingertips the num- 
ber of delinquent taxpayers by region of the Nation? By State? 

Ms. Willis. Yes, with some variability in terms of whether the 
taxpayer has a business in one location and lives in another loca- 
tion. Yes. 

Chairman Johnson. When I suggest taking some of the 
uncollectible debt off the delinquent tax books, I see a great nerv- 
ousness develop in those who I have talked to about this idea. 

It seems to me, if we do not take it off, we at least need to have 
a separate account and name we put on it, because it is truly dis- 
turbing to have in the category of uncollected taxes, tax liabilities 
that we, as a government, negotiated with institutions to not col- 
lect, to consider as off the boards, and have used that to get people 
to carry on, take on difficult problems, solve difficult problems in 
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our society, and move ahead to put themselves in the position of 
being tax paying constituents. 

So I would be very interested in your thoughts, in some kind of 
written proposal to us, about what kinds of known liabilities are 
in the collectible category now or reported as uncollected taxes 
now. 

And how we would get them off the books. I do think we would 
need a statutory definition of a new category, and some criteria 
about what it takes to get in that category, or to just wipe them 
off the books. 

The discomfort I have noted is a discomfort with wiping certain 
liabilities off the books. I think when the government has nego- 
tiated a liability away, that liability ought to be gone from the 
books as well. 

There are some other liabilities in here that, for instance, with 
defunct businesses, where the principals might sometime be in a 
position to repay some of that debt, and perhaps you would not 
want to just wipe that off the books. 

But I would like some help in rethinking how we report this ma- 
terial, and therefore, how we focus IRS activities and hold them 
more accountable. 

Ms. Willis. Madam Chairman, we would be happy to work with 
you on that. I think there is going to be a continuum of categories 
we are going to look at, and a critical part of this is disclosure in 
terms of what is in that category and its probability of being col- 
lected, as you say, whether we have already given up on it, wheth- 
er we have negotiated a different outcome, so that we understand 
what is in the inventory, and have a more realistic expectation in 
terms of what we can collect and what tools we need to be able to 
collect that debt. 

Chairman JOHNSON. I think if we go through this exercise now, 
as part of this effort to work with Mr. Horn on the legislative ini- 
tiative that needs to move forward, it is not just Mr. Horn who is 
interested in this. It is the administration, too. 

Ms. Willis. Absolutely. 

Chairman Johnson. A bipartisan effort. That we might also end 
up needing to provide some resources to the IRS to research certain 
categories of cases they have now, in order to be clear on exactly 
what is this problem, and to set up a system whereby in the future 
delinquent debt would be more accurately, labeled and managed, 
thereby diminishing the overall problem. 

Ms. Willis. I also think we would probably want to do outreach 
to people in the private sector who do debt collection, who cat- 
egorize accounts, and so forth, to learn from their best practices. 

I think they can provide us with a lot of insights into ways of 
doing business differently than the government has traditionally 
done so we can learn. 

Chairman Johnson. Thank you. 

Mr. Matsui. 

Mr. Matsui. Thank you. Madam Chairman. 

Given the fact that there is an RFP out now by the Service to 
look at 125,000 returns, and obviously by, I believe it was Mr. 
Donelson, said by the fourth quarter of 1997 he should have these 
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results, does it make sense for us to pass legislation now, suggest- 
ing contracting out the collection? 

Or is this something we should perhaps hold more hearings on, 
discuss, meet with you, and work with the agencies to see if we can 
put something together? 

I am a little concerned, if we are talking legislatively now, we 
may be moving a little quicker than we really should be, given the 
fact that we do have a pilot program out there. 

Could you respond to that, and what your thoughts and rec- 
ommendations might be on this. 

Ms. Willis. Congressman, there are a lot of unresolved issues re- 
garding the use of private debt collectors for the collection of Fed- 
eral tax debt, a lot of which we have discussed here this morning. 

GAO recommended in 1993 that we test the use of collectors, and 
I think testing the use of them is the first step that we need to 
make. 

At the same time we are testing, I think there are other issues 
we need to study more and look more closely at, possibly before leg- 
islation is enacted. 

I think one of the questions is the whole question of what is in- 
herently governmental, and whether we need to address that in the 
process. 

What we are going to do about taxpayer rights. There is a legiti- 
mate tension between taxpayer rights and the collection of Federal 
tax debt. But it is a tension that needs to be addressed in the pol- 
icy arena in terms of the conditions that we place upon the collec- 
tion of private debt, and the ways that we use private collectors in 
collecting tax debt. 

Mr. Matsui. I appreciate what you said. I think you seem to 
have hit it right on the nose in terms of what is a proper govern- 
mental function and what is a function that can be delegated to the 
private sector. 

I know the States are doing it. Is California one of the States 
that contract out? 

Ms. Willis. I believe they are. 

Mr. Matsui. I think I read that some place. I guess we need to, 
first of all, ask ourselves that question as we are doing these other 
things as well. 

I appreciated your report, which I have not had a chance to read 
in a great deal of detail, but the need for the Service to try to come 
up with some long-term goals and get proper data is critical, I 
guess, to this entire discussion. 

I know it was last year when Commissioner Richardson was be- 
fore us, and she was discussing some of the steps that needed to 
be taken, but, you know, bringing a 1920 system into the 21st cen- 
tury, and obviously it is going to take resource, and the whole com- 
puter issue and modernization is a very difficult one, and somehow 
we have to come to grips with it. 

I appreciate this. You had one final comment? 

Ms. Willis. I would just like to say that in a number of cases, 
the answer to our accounts receivable problems may not rest in the 
collections function. As I stated earlier, the time it takes to assess 
the tax debt is a problem in and of itself, and we need to look at 
this as a part of the entire tax administration system. 
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As I stated about looking to private entities or lessons learned 
for best practices, I would highly recommend IRS and Congress 
also look to the States as we are doing here today. 

We do a lot of work looking at State tax administration and there 
are a lot of fine examples out there of good programs the Federal 
Government can learn from. 

We think reaching out to those people and learning from our tax 
administration peers will make this whole process easier. 

I am sure a number of the States have dealt with the issue of 
taxpayer rights versus collection performance standards, that they 
could give us the insights of their experience there, and I do not 
think we would want to lose that empirical evidence as we go 
through this process. 

Mr. Matsui. Thank you. 

Chairman Johnson. Thank you. 

Mr. Portman. 

Mr. Portman. Just briefly, Ms. Willis. Thank you for your testi- 
mony again. It is always good to have you before our Subcommit- 
tee, and I guess I have two questions, following on your last state- 
ment. 

I agree with you we need to look at the States, we need to look 
at the private sector. 

One area that I wonder if you have looked into in the private sec- 
tor is how collection agencies are successful in the private sector 
and how that might be applied to using private companies more in 
our collection efforts on the IRS side. Have you taken a look at 
that? 

Ms. Willis. We did a report early in the nineties, I believe 1993, 
when we looked at different debt collection practices and potential 
lessons learned for the Federal Government, and we think there 
are some things there, including the private sector’s ability to ac- 
cess newer technology, newer innovative approaches to debt collec- 
tion. 

It was a start. I think there is more work that needs to be done 
in this area, in terms of looking at what we can learn from the best 
practices. 

Mr. Portman. But from that you believe the IRS’ own collection 
efforts from getting the private entity involvement could be im- 
proved, based on what you have seen in the private sector? 

Ms. Willis. Yes. 

Mr. Portman. The second question is just a more general one. 

Again, did you spend any time — and I know you are focused on 
the tax area — ^but looking at the private collection efforts in other 
parts of government? 

One example would be the Department of Education, student 
loans, and I know there are other examples where the Federal Gov- 
ernment as well as State governments have used private entities 
successfully in the collection of debt. 

Have you spent any time looking at that? 

Ms. Willis. No, Mr. Portman, we have not in our group. 

Mr. Portman. Has anybody else at GAO looked at that, to your 
knowledge? 

Ms. Willis. The justice issue area has looked at the use of pri- 
vate debt collectors in nontax debt, and the pilot that was in the 
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early nineties, I believe, and I could certainly have them contact 
you to discuss what they found in terms of nontax debt. 

Mr. PORTMAN. I would be interested. I know the other Committee 
of jurisdiction has some thoughts on that but it would be interest- 
ing to get a GAO perspective on it. 

And finally, I would just say I hope you will follow the pilot pro- 
gram carefully, and that in 1997, we will have your independent 
analysis of that program as well. 

Ms. Willis. We have already been in touch with the Subcommit- 
tee staff about doing that, and I assure you we will. 

Mr. PORTMAN. Great. 

Chairman Johnson. Thank you very much, Ms. Willis. 

Ms. Willis. Thank you. 

Chairman Johnson. We appreciate your being with us this 
morning. 

The next panel are a number of commissioners from some of our 
States. 

It is my pleasure to welcome Gene Gavin who is the commis- 
sioner from the Connecticut Department of Revenue Services, and 
has provided that department with really extraordinarily refresh- 
ing and effective leadership. 

Tom Hoatlin, the commissioner of Revenue from the Michigan 
Bureau of Revenue. Gerald Goldberg, the executive director of the 
California Franchise Tax Board. Harley Duncan, the executive di- 
rector of the Federation of Tax Administrators. 

Thank you for being with us this morning. 

Mr. Matsui. 

Mr. Matsui. I would just like to welcome all of the commis- 
sioners, but particularly Mr. Goldberg, who is a longtime friend, 
and somebody that I have worked very closely with, and borrowed 
his expertise over the years. Welcome to you, Mr. Goldberg, and all 
of you. 

Mr. Goldberg. Thank you very much. 

Chairman Johnson. It is a pleasure to have you here. As so 
often happens. States experiment more aggressively than the Fed- 
eral Government really has the right to, and your experience will 
be very helpful to us as we move forward on this issue. 

Mr. Gavin. 

STATEMENT OF GENE GAVIN, COMMISSIONER OF REVENUE 

SERVICES, STATE OF CONNECTICUT, DEPARTMENT OF 

REVENUE SERVICES 

Mr. Gavin. Good morning. Madam Chairman, Congressman Mat- 
sui, and Members of the Subcommittee. 

It is an honor for me to have this opportunity to provide testi- 
mony in support of H.R. 757 and also to describe, briefly, Connecti- 
cut’s experience related to tax debt collection. 

According to a recent nationwide survey, the number one priority 
of legitimate, honest taxpayers across the country is to get tax 
cheats and tax deadbeats onto the tax rolls. 

Honest taxpayers know they are shouldering an unfair burden 
for those who are evading the tax system. And honest taxpayers 
are angry, with good reason. 
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In Connecticut, we are very serious about leveling the 
playingfield for all taxpayers, and that is why we see H.R. 757 as 
an essential tool to reach our goal of increasing voluntary compli- 
ance. 

H.R. 757 could benefit all taxpayers. It closes loopholes in the tax 
systems that allow some taxpayers to skirt the laws. It benefits 
every State with an income tax by bringing in much-needed reve- 
nues that are due the State by law. 

It is a cost-effective and efficient way of recovering tax moneys 
due the State when all other efforts to resolve tax debts are ex- 
hausted. 

H.R. 757 provides a quid pro quo. It reciprocates the program of 
State offsets for Federal tax debts and can be expected to bring the 
remaining nonparticipating States into that same arrangement, 
thus boosting Federal revenues, annually, by $8 to $9 million a 
year. 

I remind you that from the 25 States participating in 1994, near- 
ly $75 million, and that from the 32 States participating in 1995, 
nearly $82 million was brought into the Federal tax coffers. 

H.R. 757 is a logical next step in the efforts of the IRS and State 
tax administration agencies to foster cooperative strategies for 
greater tax compliance on all levels. 

Connecticut has found that offset programs work well within our 
own State to assure that outside State vendors are current with all 
tax liabilities, and to assist other State agencies in collecting funds 
owed. The IRS offset program in Connecticut has come online only 
recently, and yet in the 2-week period that it has been in existence 
in Connecticut, Connecticut has already collected $208,000 on be- 
half of the Federal Government. 

H.R. 757 is framed carefully so that every taxpayer is protected. 
The offset cannot be made until the State tax agency has ex- 
hausted its collection process. After the offset has been made, the 
taxpayer has the right to appeal the action. 

Both State and Federal legislation relating to confidentiality and 
taxpayer rights assure the States use of offsets cannot be abused. 

As a taxpayer myself, I want to see tax deadbeats pay their fair 
share. No one likes to pay taxes. As commissioner of Revenue Serv- 
ices, I get no discount on taxes in Connecticut. But I abide by the 
laws that govern every person. I pay my taxes and I have more re- 
spect for a government that upholds its laws fairly and conscien- 
tiously. 

In Connecticut, we give tax compliance and enforcement activi- 
ties a very high priority and while we are a relatively small State, 
we think we can be a good example to everyone in the Nation, in- 
cluding the Federal Government. 

The three essential elements of our compliance and enforcement 
program are, number one, a comprehensive internal strategy that 
focuses on efficient and effective use of personnel and technology. 

This alone brings much of the tax revenues due the State with 
fair and evenhanded treatment of tax debtors, at a cost of about 
6 cents per dollar. 

Number two, a well-planned program of referring tax debt collec- 
tion to private collection agencies for those tax bills that we have 
been unable to collect using our own system. 
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While the costs of this operation average 20 cents per dollar of 
tax revenue realized, these are the cases where each dollar brought 
in represents a much higher dedication of resources. 

Number three, a carefully planned and timed tax amnesty pro- 
gram to bring in sizeable tax debt revenues that are due and owing 
the State, and to communicate to honest taxpayers and tax dead- 
beats alike, that we are taking a tough stand on compliance and 
will enforce the laws at the highest level possible. 

Every dollar we brought into Connecticut’s coffers during am- 
nesty, over $44 million, cost us only 2 cents. Amnesty can answer 
some of the most pressing budgetary problems of governments, and 
a Federal amnesty could expect to yield over $100 billion. 

That would certainly help close the Federal budget gap. Amaz- 
ingly enough, the oldest debt that came in under the 1995 amnesty 
in Connecticut was one from 1973, 22 years old. 

The biggest criticism that has been heard from some State and 
Federal tax administrators about tax amnesty programs is that 
honest taxpayers view it as unfair. 

But if amnesty is coupled with the message that all tax and all 
interest is collected, only penalties are abated, that the tax laws 
will be enforced, that it is a cost-effective and cost-efficient means 
to put tax evaders on the tax roils, that it is an opportunity for tax 
debtors to pay up and start a clean record, then honest taxpayers 
have overwhelmingly supported it. 

That is what I am hearing, even 5 months after our amnesty pro- 
gram ended. As I close, I want to say one more thing. 

Much time is being spent in the debate over lowering taxes or 
raising taxes. I personally and deeply believe, the real question 
each of us in government as well as every taxpayer should be ask- 
ing is, Are we doing our very best to properly collect the taxes that 
are due and owing? 

I submit that the answer may be no, and that H.R. 757, and im- 
provements in tax debt collection methods and strategies could well 
be that answer. 

Thank you very much. 

[The prepared statement and attachments follow:] 
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Testimony of 
Gene Gavin 

Commissioner of Revenue Services 
State of Connecticut 
before the 

Subcommittee on Oversight 
Committee on Ways and Means 
United States House of Representatives 


Madame Chairwoman and Members of the Subcommittee '. 

It is an honor for me to have this opportunity to provide testimony to you describing 
Connecticut’s strong support for H.R. 757 as well as our state’s experiences related to tax debt 
collection, particularly as they might be applicable to Federal tax debt collection. 

Cormccticut, though a relatively small state with a population of 3,3 million, is a 
microcosm of the nation at large. 1 point to its broad spectrum of taxes, diversity of population 
and commerce, its pool of highly trained talent in state administration and strong leadership in 
state government. I believe that the experience and successful record of Connecticut in its 
administration of tax collection and compliance can be applied to the much larger scale of the 
Federal government. 

Today, I would specifically like to urge this Subcommittee to recommend strongly the 
approval of H.R. 757, legislation that would establish a Federal offset program for legally 
enforceable past due state tax obligations. This legislation would be especially beneficial to 
participating states by reciprocating the offset programs they currently provide the Federal 
government for collection of Federal tax debts. Important also is the opportunity for the Federal 
government to increase its own annual tax debt collections by participation of all the states in the 
Federal offset program. 

First introduced in 1994 with the bipartisan support of 20 cosponsors, H.R. 757 has been 
reintroduced for this Congress to take action. At no time during the past two years has any 
opposition been voiced from any Federal official or organization, Cormccticut is one of the 32 
states and District of Columbia that provide Federal offsets from its state personal income tax 
refunds. There are 9 income tax states that are not currently participating, but these could be 
expected to join the offset program if reciprocity were adopted. 

Currently, the Federal government may levy on — essentially seize — state income tax 
refunds to satisfy delinquent Federal tax debts. In those jurisdictions where agreements have 
been made between the states and IRS, the process is satisfied through the states’ own offset 
programs. States generally do not ask to be compensated by the Federal government for these 
offsets. 

In 1 995 alone, states collected $8 1 .68 million for the Federal government through their 
refund offset programs. Projections indicate that the Federal government would increase this 
amount by $8 to $9 million annually by participation of the nine states not currently 
participating. The revenues that states would receive in the early years of this program could be 
$150 to $200 million, an amount that would provide significant tax relief at a time when the 
states are experiencing budgetary pressures. 

H.R. 757 contains all the necessary components to safeguard the Federal government, the 
states, and the taxpayers: 

• It requires the states to notify taxpayers of their obligation and exhaust such other 
collection measures available prior to referral to the IRS; 

• it requires that state tax debts not be satisfied from an offset until all Federal tax 
debts, past due child support and debts due other Federal agencies are satisfied; 

• it authorizes the Secretary of the Treasury to charge the states for the offsets; and 
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• it amends IRC §6103 to permit the distribution of information regarding offsets to 
state tax agencies, when necessary. 

This measure is of critical importance to the states, [tarticularly as we struggle to improve 
our services to our citizens and hold the line on taxes. It is also one more way we, who 
administer the tax statutes, can demonstrate to honest taxpayers that we will pursue tax deadbeats 
using every avenue available to us. 

1 have also been asked to describe for you Connecticut’s experience with other measures 
it uses to enhance tax revenue collection. 

Connecticut maintains an aggressive revenue collection position. Based on the premise 
of fairness to honest taxpayers, we also adhere very strictly to Connecticut General Statute §12- 
39n, The Taxpayer’s Bill of Rights (see Attachment A), whose purpose is “...to guarantee that the 
rights, privacy and property of Connecticut taxpayers are adequately safeguarded and protected 
during tax assessment, collection and enforcement processes administered under revenue laws of 
this state." 

Three key revenue collection programs have been the focus of the Connecticut 
Department of Revenue Services (“DRS”) in recent years; agency collection and enforcement 
activities, outsourced collection services and tax amnesty programs. 

The Collection & Enforcement (“C & E") Division of the DRS is responsible for the 
collection of overdue taxes and the enforcement of the state’s tax statutes and regulations for 
those who fail to voluntarily comply. The C & E Division aimually manages approximately 
$375 million of available accounts receivable, experiences an accounts receivable turnover rate 
of 73%, case turnover of 60% and maintains an average aged receivable of less than 300 days. 
The average monthly value of the receivable file is $101 million, representing approximately 
85,000 overdue accounts. 

The C & E Division’s staffing (approximately 105 employees) has not changed since the 
passage of a state personal income tax in 1991. Primarily as a direct result of the new personal 
income tax, which raises approximately $2.5 billion annually, the C & E Division has 
experienced a related 30 to 40 percent growth in its collection portfolio. To meet the challenge 
of this growth while maintaining a zero growth rate in staff, C & E Division management has 
been creative in the use of persotmel resources, new technologies and outsourcing. Internally, 
development of an automated collection system (see Attachment B-1) and installation of an 
automated dialing system (see Attachment B-2) have enabled us to increase contacts with 
overdue tax debtors by 25%. In addition, outsourcing, a direct DRS initiative, also provided for 
added efficiencies during the 1994-95 fiscal year. 

After careful study, C & E Division management had determined that it should utilize 
independent or private collection agencies to assist in the collection of out-of-state personal 
income tax debts only. However, recognizing that C & E Division staff resources were stretched 
to the limit and could be better utilized to pursue large recurring business debts and high risk 
collections, the role of private collection agencies was expanded. Presently, all cases related to 
personal income tax debts, both in and out of state, ate candidates for referral. Using its 
automated collection management system, the C & E Division prescreens and evaluates 
accounts for referral to collection agencies based on certain threshold system settings. Periodic 
adjustments are made to the threshold settings based on the C & E Division’s work flow and 
relative ease to collect. 

Prior to a case being assigned to a private collection agency, it follows a route through 
our internal system that entails a series of collection letters and phone contacts. When it is 
determined that we will not be able to collect the tax debt through our usual methods (bills, levy 
notices or tax warrants), it is referred to an outside agency. During the first full year of 
outsourcing (1994-1995 fiscal year), 3,550 accounts with an associated value of $2.04 million 
V ire referred to independent collection agencies. Of these referrals, $327,000 was collected and 
484 (13.6 percent of the cases referred) cases were resolved. Based on our first year’s experience 
with outsourcing collections and the general difficulty of cases referred, DRS was pleased with 
these results. As discussed below, our record was even more successful in the second year of 
outsourcing, which is still underway. 

Thresholds for collection agency referrals are continually reviewed and revised to 
accommodate the elasticity of our portfolio. Cormecticut’s growth of its receivable file during 
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the past thiee years is directly attributed to the initiation of a state personal income tax in 1991, 
as mentioned above, and the general economic decline in the Northeast. During fiscal 1995-%, 
we have already referred to collection agencies 1 1,900 accounts with a value of $9.2 million. To 
date, approximately $1.4 million (about 1 5 percent of the value referred) has been credited and 
3,300 cases (about 28 percent of the cases referred) were closed. Customer service-related 
problems, skip tracing and/or legal action which must be performed on these accounts are 
handled by DRS. 

The C & E Division currently has a budget of $ 1 80,000 for outsourced collection 
services. Contracts are written with individual vendors who are awarded contracts based on the 
state’s bidding process. Currently, all revenues collected by these outside vendor collection 
agencies are remitted to the Department and the vendors submit bills for their services that are 
contracted at IS to 23 percent of gross revenues collected. 

Based upon the early success of the program, expansion of outsourcing for Connecticut’s 
tax debt collection is continuously being evaluated. Currently, 10 percent of our case file, or 
8,600 accounts, has been assigned to private collection agencies. The cost per dollar of revenue 
realized from outsourcing, at an average of $20 per dollar, compares to our C & E Division’s 
average cost of collection of $.06. 

Tax arrmesty programs, by their definition, are limited in use. However, Connecticut’s 
two such programs have proven to be highly successful supporting the state’s tax debt collection 
strategy. Coimecticut and 34 other states have raised well over $1.5 billion in additional 
revenues by using amnesty (e.g., penalty waiver and promise of no civil or criminal prosecution) 
as the incentive. Coimecticut alone, a relatively small state, has collected over $100 million in 
back taxes during two amnesty programs, held five years ^art. We have found that economic 
incentives sometimes produce better results than threats of enforcement actions. Private business 
has long recognized this principle. 

Amnesty can offer dramatic results by turning the tax agency’s accounts receivable file 
into cash and in adding new taxpayers to the rolls. Connecticut’s experience is that in each of the 
amnesty programs, approximately 52 percent of the filers seeking amnesty were already known 
to us. While the argument has been made that these accounts would eventually be recovered, it 
is important to realize that minimal resources were expended to bring those revenues in during 
amnesty. 

Amnesty also provides a cost efficient alternative to traditional collection procedures. 

Our own state’s most recent amnesty program resulted in over $44 million in revenues, of which 
$19.6 million were accounts receivable known to our agency. If we had used other collection 
procedures available to us to bring in those same dollars, the C & E Division would have had to 
expend close to 58,500 staff hours and a conservative minimum expenditure for persoimel alone 
of $906,000. While it would be virtually impossible for any agency to deploy the resources to 
accomplish this level of collection in three months, the successful marketing and advertising of 
an amnesty program leverages available dollars with substantial benefits. 

Our experience has been that honest taxpayers want tax cheats to be found and placed on 
the tax rolls. Honest taxpayers know they are subsidizing the tax deadbeats and they are 
becoming more angry and increasingly vocal about it. Arrmesty brings in both tax debtors 
known and unknown to the tax agency, as well as those who have underreported tax liabilities. 
With those taxpayers being identified, and the accounts receivable portfolio being turned over 
faster, collection efforts can be focused more intensively on the more difficult and complex 
cases. 

Because of the short term nature of arrmesty programs, costs can be closely controlled. 
During Connecticut’s 1995 Amnesty, no additional personnel were added and existing resources 
were redeployed to its support. Each dollar realized cost Connecticut $.02 to raise — a sure win 
for all citizens in the state. 

Arrmesty programs work best when they are integrated with effective programs to 
improve voluntary compliance and enforcement. The long term results are expanded taxpayer 
rolls, increased turnover of the inventory of accounts receivable and a higher overall level of 
voluntary compliance. 

The implications are overwhelmingly in favor of a Federal tax amnesty at this time. A 
poor Federal tax compliance rate has become recognized as fact. The collection gap has been 
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growing at astronomical rates over the past five years. The General Accounting Office (“GAO”) 
has published data that demonstrates that the gross inventory of Federal tax debt — (i.e., monies 
known to be owed by specific tax delinquents, but not collected) grew fiom $87 billion to $1 56 
billion — about 80 percent — between 1990 and 1994. At the same time, the IRS aimual 
collection of delinquent taxes has declined from $25.5 billion to $23.5 billion — about an 8 
percent decrease — since 1990. (see Attachment C — Federal Tax Amnesty - Budget Gridlock 
Buster, by Gene Gavin) 

Lack of enforcement of tax laws at the Federal level has become common knowledge (see 
Attachment D — “Millions fail to file taxes,” by Ralph Vartabedian, Los Angeles Times 
(copyright), April 14, 1996). Failing to file Federal income taxes is endemic across all income 
levels. By its own accounting, the IRS acknowledges that over 300 attorneys in New Yoric City 
alone failed to file Federal income tax returns. And it estimates conservatively that at least 6.5 
million Americans are nonfilers. Yet the IRS has consistently failed to acknowledge its endemic 
problems. Despite data from GAO to the contrary, the IRS maintains the same stance in 1996 as 
it did in 1990, that its enforcement is effective and its methods are the best ones available (see 
Attachment E — correspondence to Commissioner Gene Gavin from U.S. Treasury Office, 
Lowell Dworin, Director, Office of Tax Analysis, dated March 29, 1996). 

Clearly, there is need to take strong corrective action on reducing the Federal collection 
gap. The IRS has been given funding to develop a comprehensive and aggressive compliance 
and enforcement program called “Compliance 2000.” The timing for a Federal anmesty could 
not be better. The potential for raising over $125 billion fiom accounts receivable files and the 
millions of nonfilers and underreporters of Federal taxes is very real. A one-time Federal 
amnesty would bring us a long way toward reducing the budget gap that is on everyone’s minds, 
holding the line on taxes while maintaining the social service support that is being demanded and 
contributing to lowering the national debt (see Attachment F - “Tax amnesty and the federal 
budget”, Editorial, The Advocate, January 23, 19%). 

In closing, I would like to make the following points relative to cost effective and cost 
efficient tax administration. At every level of government, we are spending considerable time in 
debate over whether to lower taxes or raise taxes. I firmly believe that the real question each of 
us should be asking is, “are we collecting taxes that are due and owing properly?” 


And I further contend that if we are doing everything in our power to collect the taxes 
properly, we caQ hold the line on taxes — yes, we can even reduce taxes, when all taxpayers are 
paying their fair share. 

Therefore, I urge you to give consideration to developing opportunities to bring in all tax 
delinquents, at all levels, through a carefully framed plan of a Federal amnesty, followed closely 
by stepped up enforcement of the tax laws at all levels, and the use of private collection services 
when deemed appropriate for effective and efficient collections portfolio management. 


Further, I recommend that you reciprocate the service that the states provide the Federal 
government through their refund offset programs by taking immediate actions that will assure 
passage of H.R. 757. 


This concludes my formal statement. Thank you for the honor of speaking to you today. 
1 will be happy to answer any questions. 


Gene Gavin 

Commissioner of Revenue Services 
State of Connecticut 


ATTACHMENTS 
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ATTACHMENT A 


Sec. 12-39n. Taxpayer’s Bill of Rights. There is created a Connecticut Taxpayer’s 
Bill of Rights to guarantee that the rights, privacy, and property of Connecticut taxpayers are 
adequately safeguarded and protected during tax assessment, collection and enforcement 
processes administered under the revenue laws of this sute. The rights afforded taxpayers to 
assure that their privacy and property are safeguarded and protected during tax assessment 
and collection are available only insofar as they are implemented in other parts of the general 
stanites or rules or regulations of the department of revenue services. The rights so guaran- 
teed Connecticut taxpayers in the general statutes and the departmental rules and regulations 
are; 

( 1 ) The right to available information and prompt, accurate responses to questions and 
requests for tax assistance. 

(2) The right to request assistance from a taxpayer’s rights advocate of the department, 
who shall be responsible for facilitating the resolution of taxpayer complaints and problems 
not resolved through the normal administrative channels within the department, including 
any taxpayer complaints regarding unsatisfactory treatment by department employees. 

(3) The right to be represented or advised by counsel or other qu.alif ^ed representatives at 
any time in administrative interactions with the department and the right to have audits, 
inspection of records and interviews conducted at reasonable limes and places. 

(4) The right to obtain simple, nontechnical statements which explain the procedures, 
remedies, and rights available during audit, appeals, and collection proceedings, including, 
but not limited to, the rights pursuant to this Taxpayer’s Bill of Rights and the right to be 
provided with a narrative description which explains the basis of audit changes, proposed 
assessments, assessments and denials of refunds; idemines any amount of tax, interest or 
penalty due; and states the consequences of the taxpayer’s failure to comply with the notice. 

(5) The right to be informed of impending collection actions which require sate or sei- 
zure of property or freezing of assets, except jeopardy assessments, and the right to at least 
thirty days’ notice in which to pay the liability or seek further review. 

(6) The right to have all other collection actions attempted before a Jeopardy assessment 
wless delay will endanger collection and, after a Jeopardy assessment, the right to have an 
immediate review of the jeopardy assessment. 

(7) The right to seek review, through formal or informal proceedings, of any adverse 
decisions relating to deierminations in the audit or collections process. 

(8) The right to have the taxpayer’s Ux information kept confidential unless otherwise 
specified by law. 

(9) The right to procedures for requesting cancellation, release or modification of liens 
filed by the department and for requesting that any lien which is filed in error be so noted on 
the Hen cancellation filed by the department, in public notice and in notice to any credit 
agency at the taxpayer’s request, 

(10) The right to procedures which assure that the individual employees of the depan- 
ment are not paid, evaluated or promoted on the basis of the amount of assessments or collec- 
tions from taxpayer*. 

( 11 ) The right to have the department begin and complete its audits in a timely and 
expeditious manner after notification of intent to audit. 

(Miy Sp. Se». P.A. 944. S. 67. 85.) 

Hijiory: May Sp. Sess. P.A. 94-4, S. 67 effeettve June 9. 1994. 
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ATTACHMENT B 

AUTOMATED COLLECTION SYSTEM 


Attachment B~1 


A computer assisted case management system which supports V>e DepartmenTs collection and compliance programs. Several 
important components of the Automated Colleclion System (ACS) are as follows: 

• electronic routing of overdue tax data from DRS accounting system 

• risk martagement assessment of collection portfolio via table settings 

• electronic capture of collection history. . . contacts, promises, payment plan info 

• automated notice and letter generation based on management setlir>gs 

• electronic trackir^g of promises, dates and crttica] events 

• aids in organiang work parameters . . . time and (^y \M)en collectors make phone calls or perform resear^ related 
functions 

• electronic repostory for bankruptcy filings, liens, levy r>ot)ces and the related management tracking of these activities 

• track historical collection data to help pnoriiize similar or same accounts for future follow-up 

• provide appropriate management reports on collection activity 


AUTOMATED DIALING SYSTEM 


Attachment B-2 


The Automated Dialing System is a computerized intelligent dialing system which complements the DRS Automated Collection 
System and helps maximize the number of outbound telephone contacts for overdue tax debtors. Several important features 
of this system are: 

• automatically controls call queuing / dialing / screervng so collectors can communicate throughout the day with 
majdmum efficiency 

• screens out answehng machines, no answers and busy sigr^ts 

• schedules recalls automatically 

• passes live contacts and screens of data immediately and simultaneously to collectors 
« provides on-line record updating with automatic updating of user-specific fields 

• brings numbers in different time zones into the celling li^ automatically at correct time 

• automatically adjusts calling rate to the external envir^ments of each job and to collectors signing off and joining jobs 
« provides system job control and monitoring for manmum management control of outbound calling 

• provides for prioritization of irxiividual call jobs based on management goals 

• monitor collector performance from station to station 

• provides all level of management reports . individua) operator performance and exception reports 
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ATTACHMENT C 



Gene Gavin 
COMMiSSIONf R 


STATE OF CONNECTICUT 

DEPARTMENT OF REVENUE SERVICES 


March, 1996 


FEDERAL TAX AMNESTY 
BUDGET GRIDLOCK BUSTER 

Congress and President Clinton continue to f^pple with ways to eliminate the federal deficit and 
balance the federal budget. They have not yet consid^ed a nationwide federal tax amnesty program. 

They should. 

On a state level, tax amnesty programs have proved to be a powerful tool to address budget 
deficits and convert accounts receivable into cash, quickly and efficiently. Connecticut and 34 other 
states have raised well over SI. 5 billion in additional and unanticipated revenues through this means. 
Connecticut alone, a state with a population of 3.3 million people, has collected over SlOO million in 
back taxes during its amnesty programs. 

The Internal Revenue Service (IRS) estimates that Us “tax gap*’ (i.e., the difference between what 
taxpayers owe and what they voluntarily pay) is approximately 17 percent of total federal income taxes 
due each year. This amounts to more than SlOO billion in federal taxes unpaid by nonfilers and under- 
reporters. Obviously, more than SlOO billion could go a long way to help resolve the current federal 
budget impasse. Additional and unanticipated revenues of over SlOO billion could allow both tax cuts 
and reasonable Medicare savings — the two biggest areas of ctmtroversy in the current budget debate. 

In addition to the tax gap, the IRS suffers from a “collection gap.” Over the period 1 990 through 
1994, the gross inventory of federal tax debt, including accounts receivable (i.e., monies known to be 
owed by specific tax delinquents, but not collected) pew about 80 percent — from $87 billion to $156 
billion. At the same time, the IRS annual collection of delinquent taxes has declined from S2S.5 billion 
to S23.5 billion — a decline of approximately 8 percent since 1990. Thus, the “collection gap” has been 
growing. 

It has been suggested that the growth in accounts receivable may, in part, be attributable to the 
ineffective management of the receivables file. According to the General Accounting Office (GAO), 

IRS efforts to collect tens of billions of dollars in its accounts receivable file have been inefficient and 
unbalanced. The management of the IRS accounts receivable file has been hampered by both self- 
imposed and external constraints. The IRS has generally followed a lengthy and rigid three-stage 
process that begins with a series of written notices, or bills, sent to delinquent taxpayers over a period of 
about six months, followed by telephone calls; it ends with visits to delinquent taxpayers. As a result, 
the IRS management of accounts receivable has been recognized by GAO, the Office of Management 
and Budget and even IRS management itself, as a high-ri^ area. Tax amnesty can be the “carrot” that 
encourages these same taxpayers to come in on their own accord, thus saving the expense incurred with 
multiple contacts and generating much needed revenues to support government operations. 

What is tax amnesty? In general, tax amnesty is a limited period of time (e.g., 90 days) during 
which individuals and businesses can come forward voluntarily to pay their back taxes and related 
interest without penalty or fear of civil or criminal prosecution, and possibly obtain a reduced interest 
rate. Tax amnesty programs have never involved abatement of the underlying tax liability. Nearly every 
amnesty program has included nonfilers and under-reporters, but states have been divided on whether to 
include accounts receivable in their programs. As a matter of good tax policy, amnesty should be part of 
a more broadly gauged program to improve voluntary compliance and strengthen tax enforcement. If tax 
amnesty is the “carrot,” then new penalties and/or stronger enforcement practices must be the “stick” 
once the amnesty program ends. 

Who would benefit from a federal tax amnesty? AJJ taxpayers and citizens would benefit, not 
just the people and businesses who owe back taxes and come m under amnesty. Under a federal an testy 
program, Washington would get much of the money it is due and could use it to balance the budget, pay 
for services and/or assist in cutting taxes for all taxpayers. 

The IRS is currently well-positioned to launch its first-ever amnesty program. Recognizing its 
poor compliance rate (i.e., 83 percent), the IRS is presently engaged in “Compliance 2000,” a program 
designed to improve the federal tax compliance rate to 90 percent by the year 2000. It is modernizing its 
computer and information technologies, working more closely with state tax agencies and instituting 
more taxpayer-friendly initiatives, such as the touchtone telephone filing system. 
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Federal Tax Amnesty by Gene Gavin March, 1996 

A federal tax amnesty program, supported by a well-publicized advertising and marketing 
campaign, would enhance the ability of the IRS to reach, perhaps exceed, its 90 percent compliance goal 

by; 

• conveying an image to the public of the IRS as being responsive to complying taxpayers; 

• heightening public awareness of federal tax laws to increase voluntary compliance; 

• adding new tax filers to the federal revenue base for the long term; and 

• communicating to the public the enhanced ability of the IRS to take a more assertive 
enforcement and collection posture against fev^ tax cheats and deadbeats. 

Some will be opposed to a federal tax amnesty program because it may be viewed as being 
unfair to honest taxpayers. Individuals and businesses v^to pay their taxes on time and/or fully comply 
with the tax laws are sometimes skeptical about amnesty programs. They see tax amnesty as an 
undeserved break for tax cheats and tax deadbeats. 

However, as an honest taxpayer and one who pays his fair share of taxes, 1 do not share this view 
for the following reasons: 

• legitimate taxpayers are currently subsidizing tax cheats and deadbeats, and that is patently 
unfair to the “good guys"; 

• it takes a great deal of taxpayer moitey for the IRS to not only uncover the “bad guys,” but also 
to collect what is owed, once detected. As such, an amnesty program may be a cost effective 
way to perform an audit and collection function; 

• tax amnesties do not reward the “bad guys” because the programs do not abate taxes and rarely 
abate interest; 

• the waiver of civil and criminal penalties may be a small price to pay, particularly with 
nonfliers and under-reporters, since they have been previously undetected and, unfortunately, 
may never be detected; 

• nonfilers and under-repoiters who come in under amnesty not only produce a fmanciai 
windfall in the year of amnesty, but also produce a steady stream of new revenues in the future 
as they join the tax rolls with the other “good guys”; and 

• the information obtained through nonfllen and under-reporters under amnesty can be used to 
develop profiles and audit programs which, in turn, can enhance the detection of similar 
individuals and businesses in the future. 

While a greater burden of justification exists for extending amnesty benefits to known tax 
delinquents (i.e., accounts receivabteX a stremg case can be made for inclusion on the federal level. 
AcetM-ding to a study conducted by the Federation of Tax Administrators (an association of all state tax 
agencies across the country), the inclusion of accounts receivable within the terms of amnesty generated 
considerably more revenue, both in absolute and relative teims, than did state programs limited to 
nonfilers and under-reporters. Connecticut, for example, collected approximately 25 percent more of hs 
delinquent accounts as a result of tax amnesty. Since the IRS has recc^ized its inability to efTectively 
manage its receivables file in the past, the inciuskm of this category of tax delinquents would make a 
significant positive impact on the revenues collected under a federal tax amnesty. Furthennore, an 
aggressive enforcement campaign after the amnesty program could enhance future taxpayer compliance 
by eliminating the current impression that the IRS b neither fair nor serious about collecting oveitiue 
taxes. 


Based on all the information available nationwide, a well-planned federal tax amnesty program 
could easily generate revenues exceeding $125 bilikxi. That is something worth talking about Are you 
listening, Washington? 1 hope so! After all, 35 states can’t be wrong. 


Gene Gavin, C.P.A., M.B.A., J.D., LL.M., is Commissiimer of Revenue Services for the State of 
Connecticut 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 


MAR 2 9 1996 


Mr. Gene Gavin 

Commissioner 

State of Connecticut 

Department of Revenue Services 

Twenty-Five Sigourney Street 

Hartford, CT 06106 

Dear Mr. Gavin: 

Thank you for your letter of February 9, 1996 to Secretary Rubin 
suggesting a Federal tax amnesty program. Your letter was 
referred to this office because it concerns a matter of tax 
policy. 

We do not believe that a Federal tax amnesty program would 
generate a significant amount of net tax revenue. A Federal tax 
amnesty would be unlikely to be as effective as state amnesty 
programs, since the most successful state amnesties coupled 
amnesty with increased enforcement efforts that are already a 
part of the Federal tax program. Moreover, state amnesties have 
often been deemed to be successful because of their production of 
gross tax revenues. Where further analysis has been undertaken, 
there are indications that even successful state programs merely 
accelerate the collection of taxes that would have been collected 
anyway, so that net amnesty returns are very modest. For your 
information, we have enclosed testimony on this subject presented 
in July of 1990 by Michael J. Graetz, former Deputy Assistant 
Secretary (Tax Policy) . 

Thank you again for writing Secretary Rubin. 


Sincerely 



Lowell Dworin 

Director, Office of Tax Analysis 


Enclosure 
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STATEMENT OF 
niCBAEt. J. GBAETZ 

DEPUTY ASSISTANT SECRETAAY (TAX POLICY) 
OePASTHEHT OF TBS TBCASUSY 
BEFORE TBE 

SUBCORHITTEE ON COKNERCE, C0N8URER AND MONETARY AFFAIRS 
COMMITTEE ON GOVERNMENT OPERATIONS 
UNITED STATES BOUSE OF REPRESENTATIVES 


Me. ChaitBan and Hembecs of the SubcoaaiCtee : 

I an pleased to have this opportunity to present the views of 
the Treasury Departnent on the advisability of a Federal tax 
amnesty program. 

The views vc shall express here today are necessarily of a 
general nature. As you know, current interest in a Federal tax 
amnesty has been sparked largely by the widespread experience 
during the last decade of state tax aanasty programs. These 
programs, however, have been as variad as the states that con- 
ducted them. 

There is no specific amnesty proposal before this Committee 
for consideration. Our testimony focuses primarily on a poten- 
tial Federal tax amnesty program under which certain penalties 
would be waived for taxpeyets who admit voluntarily to failing to 
pay the correct amount of tax In the past and who pay the full 
amount of the unpaid tax. including Interest due. 

We believe that such a general Federal tax aartesty program 
would be unwise. First, contrary to certain axtravagant claims, 
we do not believe a Federal amnesty program would raise large 
additional revenues, and there it a risk that such a program, in 
fact, might lose revenue. Most states did not have effective 
income tax enforcement systems in place when their amnesty pro- 
grams were instituted, and those state amnesty programs that have 
been most successful in raising revenue generally were coupled 
with increased enforcement efforts — enforcement efforts that 


already are a part of vnt Federal tax system. The Treasury 
Department is also concerned about the actual and perceived falr- 
ness of a Federal amnesty program, as well as about the possible 
adverse effects of sn eantsty on taxpayer morale and compliance. 

..h targeted relief from tax penalties for taxpayers 

who step forward to pay unpaid or understated taxes might be 

i" *2?? «*»••• but only if such relief is linked with 
significant, additional enfoteament programs, such as ntw with- 
holding requirements. We caution, however, that even before 
targeted relief is provided. Congress should csrefully consider 
collecting unpaid taxes, on the one hand, 
and the potential for damage to the voluntary compliance system, 
on the other hand. * 

h,. today has three pacts. First. I shell describe 

briefly the experiences of the states with amnesty programs 
Second, l will outline important differences in the state and 
Federal systems that make it difficult to translate the states' 
experiences to the Federal level. Finally, i shall review the 
revenue implications of a Federal amnesty program and explain why 
we believe substantial revenue increases would be unlikely. 


I. STATE AMNESTY EXPERIENCE 


Begi 

District 

amnesty 

amnesty 

tively. 

offered 


nning in December 19S1. with Illinois, 29 states and the 
of Columbia havw conducted some form of an income tax 
program. Connecticut and Maine have scheduled tax 
programs for September I and November 1, 1990, tcspec- 
Thtee states, Florida, Illinois and Louisiana, have 
two tax amnesty programs. 


No agreement currently exists on the degree of success or 
failure of state amnesties, largely because data relating to the 
long-term effects are not available. Moreover, the specifica- 
tions and conditions of amnesty programs have varied considerably 
from state to state, jn general, state amnesty programs have 
offered reduced penalties to those individuals or corporations 
that voluntarily come forward and correct -their situation with 
the state tax authorities. Some state programs have required 
amnesty applicants to pay interest and penalties, but with a 
reduced penalty rate; other programs have waived all penalties 
and interest. None have forgiven the actual tax liability. 


State amnesty programs also have differed as to eligible 
participants. Ail state programs have Included nonfliers, state 
programs, however, have varied concerning the eligibility of 
taxpayers who filed returns but underreported their taxes. Some 
state programs have allowed participation by people who ace under 
investigation, or even with Identified tax arrears. 


A number of states have included accounts receivable under 
their amnesty programs. These accounts receivable represent tax 
liabilities that state tax authorities had already identified and 
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in some cases would have collected independently of the amnesty. 
States that have included accounts leceivable have obtained 
8i9nif icantly 9reater qroas tax receipts through the amnesty than 
states not including accounts receivable. A 1987 internal Reve- 
nue Service study showed that fully two-thirda of atata amnesty 
revenue came from accounts receivable. 

Many states' amnesty programs were instituted when enforce- 
ment of their tax laws was lax. Several atates historically have 
had little or no auditing and many have long depended entirely on 
information provided by the IBS. rot example, Kansas, Pennsyl- 
vania and Michigan do virtually no auditing. Virginia, Ohio, 

West Virginia, North Dakota, Nebraska, Colorado, Louisiana, Okla- 
homa and Hawaii have tended to rely solely on information pro- 
vided by the IRS in conducting state income tax audits. As IRS 
audit cates fell over the last decade, many state enforcement 
programs have concurrently suffered. 

The vast majority of state amneaty programs have been coupled 
with increased enforcement efforts and increased civil or crimi- 
nal penalties for tax evasion. Twenty-four of the states con- 
ducting income tax amneaty programs instituted these programs 
just prior to, or in conjunction with, strengthening enforcement 
or penalties, virtually every state vowed to pursue more vigor- 
ously tax delinquents and to impose harsher penalties. 

In many eases, the states' enforcement and penalty increases 
were quite extensive, for example, Massachusetts enacted legis- 
lation that raised the crime of tax evasion to a felony, permit- 
ted the contracting out of tax collection, authorized the hiring 
of more revenue agents, and made tax compliance a prerequisite 
for obtaining or renewing a state license, for example, for 
doctors and other professionals. To take but one other example, 
Louisiana doubled the number of its auditors and collectors. 

In general, the increased enforcement efforts included: 

(1) increased financial penalties for tax evasion and delin- 
quency; <2) shifts in certain tax evasion crimes from misdemean- 
ors to felonies and increased jail terms for certain crimes; 

(3) expanded authority for property aeizuies; (4) improved 
automated systems; and (5) increased staff for audits and 
collections . 

Advertisements emphasized the increased enforcement aspects 
of the states' amnesties. In particular, the significantly 
increased risk of tax delinquents being apprehended and subjected 
to stiffer penalties. The publicity campaigns were often dra- 
matic; 


California: "Get to us before we get to you.’ 
Louisiana: ’Ray now or pay later.* 

Minnesota: ’Amnesty •• an offer you shouldn’t refuse.* 


Colorado: ’Don't say we didn’t warn you.’ 

Mncyland: ’Ate you sure you can beat Maryland out of back 
taxes? Come forward and come clean.’ 

New Mexico: ’we have got your number, have you got ours?” 

Most recently, Virginia's amnesty program featured advertisements 
of a shark and Jaws’ music warning of impending increased 
enforcement of state tax laws. 

Indeed, some states increased their enforcement efforts just 
before starting the amnesty program. Ror example, Massachusetts 
conducted a highly visible campaign of business and property 
seizures prior to its amnesty program, in California, enforce- 
ment actions also were stepped up shortly before the amnesty 
period and were widely publicised. Similarly, in Louisiana, tax 
enforcement was increased before the amnesty program through the 
use of strike forces. The enforcement component is widely agreed 
to have been central to successful state amnesties, and, in fact, 
amnesty programs without enhanced enforcement have gained little 


In short, few states simply have used emnesties primarily as 
a quick revenue source. Rather, state amnesty programs have 
routinely been offered as the last chance for tax evaders to come 
clean in light of greatly increased levels of enforcement. State 
amnesty programs have been fashioned as one element in a 
statutory restructuring of tax enforcement, coupled with enhanced 
xHninistra'.lV- 


adm 


capacities . 


The 


gross revenue collected under stete emnesty programs has 
from lows of $150,000 end $240,000 for North Dakota and 
Louisiana, respectively, to highs of $102 million and $401 mil- 
lion for New Jersey and New York. Cross amnesty revenue as a 
percent of the prior year's tax collections of the state ranged 
from a low of 0.2 percent in Idaho to 2.3$ percent in New Jersey. 
These amounts represent gross liabilities shown on amneaty 
returns. ' 


Very little information, however, is available on the net 
gain in revenue attributable to the state amnesty programs': — 

2* Massachusetts, that substantially increased tax 
penalties and enforcement, almost certainly would have experi- 
eneea significant revenue increases solely from the change in 
compliance policy. I shall discuss further differences between 
gross and net amnesty revenues toward the end of this statement. 



91 


rlrst. state and Federal tax systfrAS ace rather different and 
aeaeures that ai^ht Increase coapllanca in one systea aay have 
little or no iapact in another. Thus< for example, a significant 
amount of state noncoapliancc Involves sales taxes, which do no*^ 
constitute an important pact of Federal tax collections, also, a 
large component of some states' amnesty receipts result from out- 
of-state residents falling to report their state income. No 
similar opportunities exist for a Federal amnesty program to 
obtain such revenues. 

Second, states have lower income tax rates than the Federal 
system. Thus, it generally is less costly for dclinguent taxpay- 
ers to participate in a state amnesty program than would be the 
case with a Fcdaral program. These higher costs may deter 
participation in a Ftdaral program. 

Third, most state amnesty participants hsd not filed state 
returns. Data from soma state amnesty programs, however, indi- 
cate that most amnesty participants had already filed Federal 
income tax returns. This auggeata that Federal enforcament 
efforts may have already identified and assessed most of the 
likely participants in an amnesty program. This Itaves a pool of 
more knowledgeable and aggreasive noncompliars who stem lass 
likely to be influenced by an amnesty offer. If thst is true, 
Federal amnesty participation (and consequently, revenue) would 
be lower than atata amnesty participation (and iowte than state 
revenue as s percentage of the prior year's tax collections). 

Fourth, most state tax amnesties forgave crlminel aa well as 
civil penalties. At the Federal level, more than one-half the 
criminal cases currently being pursued involve nontax crimes, 

Such aa drug offenses snd money Isundering. Great caution must 
be exercised so that a Federal tax amnesty does not become an 
occasion for excusing people engaged in other criminal activi- 
ties. 


Finally, and most importantly, the atete amnesty programs 
that achieved the greatest success were those coupled with 
increased enforcement programs. Many states that tried amnesty 
programs did so when enforcement had been virtually nonexistent. 
In contrast with these states, the Federal governmant has long 
pursued vigorous anforcement policlea and, indeed, already has 
many measures that were instituted by the various states as part 
of their amnesty packages. For example, as part of its amnesty 
package, South Caroline conformed its tax penalty and Interest 
provisions to those applicsble under the Federal tax law. Even 
if the IAS received aignlficant increases in its enforcement 
budget, the percentage increases in enforcement effort could not 
match those of states that started from much lower enforcement 
levels. 

Moreover, the kinds of penalty reforms undertaken by many of 
the stetes are not feasible at the Federal level. Federal tax 
penalties were dramatically increased during the IFSDs and a 
comprehensive penalty reform measure was included ss pert of 


lest y««f's tax Act. Three out of every four persons convicted 
of federel tax crimes ace now receiving prison sentences, and the 
recently promulgated Federal sentencing guidelines will tend to 
increase the prison time served. There is little room st the 
Federal level for the kinds of enforcement reforms adopted by the 
states. A succassfui amnesty needs sticks as wail as carrots. 


In short, the Treasury Department questions whether a Federal 
amnesty program would provide comparable incentives for many of 
those currently noncomplying taxpayers to corns forward. The 
states' experience simply does not translate to a Federal tax 
amnesty program. 


The Treasury Department is also concerned that enacting a 
Federal amnesty program could raise serious public concern about 
the fairness of the current tax system. The vest majority of 
taxpayers comply dutifully with the Federal tax lews and rou- 
tinely pay their fair share of tax. They may feel cheated when 
others, who knowingly broke the rules, ace allowed to escape 
punishment, or even to profit from their wrongdoing If the 
amnesty forgives Interest on overdue taxes. Their nstural reac- 
tions night be increased cynicism about the tax lews, which would 
undetnine future compliance. Such a potential response would 
pose serious risks to a tax system that depends on taxpayers 
honestly reporting their own tax liability. 

If a Federal amnesty program produces adverse responses from 
currently compliant taxpe.'ers. it could have a substantial nega- 
tive effect on long-term wax revenues. Even a program described 
as a "one-time" opportunity may lead taxpayers to believe the 
program night be repeated. Three Btates. for example, have 
already had two amnesties in this decade. The system's ability 
to raise revenue would suffer from any program that jeopardises 
voluntary taxpayer compliance. A Federal tax amnesty program 
therefore is a gamble with out tax system's most important asset 
the general willingness of taxpayers to obey the law. 

Unfortunately, we do not have data necessary to evaluate with 
confidence the net impact of an amnesty program on long-run 
compliance. State tax administrators have not collected the data 
necessary to measure the effects of amnesty programs on compli- 
ance levels, and in those many cases where enforcement initia- 
tives and amnesty were married, such an analysis might not be 
possible. ” 
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Gross r«cciptE fton st«t« aanestie* significantly overstate 
the beneficial impact on revenues of an aancsty pro9ram because 
these receipts ignore the costs of an annasty program. Net 
amnesty revenue is necessarily less than 9COSS ravanue shown on 
amnesty tax returns since some, and perhaps aost, of the amnesty 
amount would be collected without the amnesty, althouph perhaps 
in a later fiacal yaar. 

Net aaneaty revenue consiats of 9COSS amnesty tes revenues 

less: 

Taxes that have already been collected, mainly 
throuph withhoidin9. 

-- Accounta receivable and other known liabilities that 
would have been collected without an amnesty, 
payment of which ia only accalerated. AcceleratlnQ 
tha raceipt of these amounts may not increase net 
revenue if the cost of acceleration is focplveneas 
of tome or all outstanding penalties. 

— Penalties that ate focsiven durin9 the aaneaty on 
taxes that would have been collected ducin9 that 
sane period without an amneaty and an Cases that 
would have bean collected later without an amnesty. 

At the Federal level. for9iven penalties could 
amount to billiona of dollars. 

-- Actual costs of admittisterinp and pwbllcisln9 the 
amnesty pt09ram. 

— The costs of transferrinp ezaminera and other tax 
administration personnel away from other work, 
offset by reduced audit and collaction coats bacausa 
•one delinquent taxpayers use Che emnescy pro9raB. 

The revenue fore9one from CransfecciAq examiners to 
amnesty work may be aiqoificant. The ihs would have .. 
to review amnesty returns or run the risk that 
amnesty participents would be allowed to escepe 
their past liability by admlttin9 and payin9 only a 
anaii portion of their unpaid taxes. Not ehackln9 
amnesty returns could else adversely effect future 
compliance. 

One should slso sttempt to dlsa99re9ats qross revsnues troa 
state amnesty pro9raas to identify revanues attributable to 
improved state enforcement activities. States that atlffanad 
penaltlts and enforcement In conjunction with their amneaty 
proqrans no doubt would have experienced slqnlficent revenue 
increases solely from the chsnqe in compliance policy. Tha 
Federal 9ovstnsent would also experience revenue Increaaaa from 
heiohtenad enfereeaent efforts, with or without an amnesty. It 
would be a mistake to credit an amnesty proqram with such 


No specific ptopotal is under consideration here tod. 
Therefore, we are not providinc any revenue eatlnate fi 
Federal amnesty pro9tam. Howeve 
believes that the 


^ ^ - - the Treasury Pepartaent 

h«» been 9teat overstatement of the potential 


revenuas that would occur from a 9eneral redetal tax aaneaty 
tor9>yin9 penalties and criminal prosecution. We reeard. for 

Cohhlttee predietinq 

many brlllona of dollars of increased Federal ravenues to be very 
♦**99«*ated. * 

One desiqn feature that would affect the revenue estimate is 
the amount of trae between the date a Federal amnesty piooram is 
announced to the oeneral public and the date the amnesty takes 
effect. A lonq lead time aiqhc reduce net revenues. Once an 
amnesty wet* scheduled, taxpayers would have an Incentive to 

fillnq retuena since they mlqht be sbie 
to do so without penalty. Tax tecaipts would be delayed, end 
some would be lost permanently. Anticipation of an amnesty could 
delinquent taxpayers to dslay settlement of esam- 
anatlons and final payment until the beqinninq of the amnesty 
period in order to avoid penalties. At beat, this would daisy 
receipt of tax payments, perhaps into a later fiscal year. 5uch 
a loss of penalties miqht quickly convert an amnesty from a small 
revenue qainet to a revenue loser. Noreovet, whenever payments 
are delayed, it is inevitable that some will never be made fur- 
ther tcducinq any potential revenue qain. 


IV. 


CONCLUSION 


I the current budqetary context, we Should eaphsslct our 

, • fadecal amnesty pcoqram has limited short-ten 

revenue potential. Futtlnq additional enforcement resources anr 
place cannot occur Immediately, but only over • 
Amnesty absent enhanced enforcement la simply not 
policy. And. in any event, the adminiatrativc demands 
inesty proqran would require a substantial delay 
uiiacrmenc and the beqinninq of the amnesty orooism. in 
SUB. we have little comfort to offer those who are lookina to a 
Federal tax amnesty as a relatively painless antidote to the 


conclue; 




s Federal aani 


•nt Federsl defii 


it. 


Our lack of support for a qeneral Fedatal tax aan< 
should not be mistaken for a lack of concern with cue 
of taxpayer noncompli .... 


sty proqram 


axpayer nonconpliance. Hot do we •««» to preclude considera- 
ot tarqeted tax cnforcenant proqcams. coupled with tarqeted 
^ba principal lesaon of the states* proorams is that 
n amnesty must be part of a paefcaqe that Includas anhanced 
niorcement. Thus, for example, even penalty relief aimed only 
it nonfilers should bt considered only ae part of a packaqe 
ncludinq new IPS entoicamenl capabilities, and perhaps increased 
r an estendad statute of limitations on tax 
collections. 


penal til 


Finally the risks of lonq-term, adverse effects of an amnesty 
on voluntary compliance suqqest that even tarqeted relief should 
be undertaken with considerable caution. 

This concludes my prepared remarks. I would be happy to 
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Editorials 

Tax amnesty and the federal budget 


L awmakers are so serious about 
balancing the federal budget 
that they want to cut some of our 
country's most popular entitlement 
programs, from Medicaid. Medicare 
• and welfare to possibly even Social 
- Security. 

But before that happens, Gene 
' Gavin thinks Congress ought to con- 
sider the most obvious source of 
potential revenue for (he United 
States: The Internal Revenue Service. 
Mr. Gavin doesn't want federal taxes 
to increase. Bui he is in favor of hav- 
ing the IRS go after those people who 
either have underpaid their federal 
taxes, or haven't paid them at all. 

Mr. Gavin, an accountant and West- 
. port resident, also is Connecticut's 
revenue services commissioner. He 
thinks the U.S. government could raise 
billions of dollars to ease the budget 
shortfall by sponsoring its first-ever 
nationwide federal tax amnesty pro- 
gr^. For proof, he figuratively is sub- 
mitting receipts from about Si 00 
million collected for Connecticut’s 
Treasury during state tax amnesty pro- 
grams held here in 1990 and 1995. 
.And while he admits this would be a 
•major undertaking for the IRS, he 
nonetheless maintains that we owe it 
to our citizens — particularly those 
who would be affected by drastic 
reforms in entitlement programs — to 
at least explore the possibility. 

' On that point. Mr. Gavin is nght. If 
Uncle Sam truly is leaving no stone 
^unturned in his quest for additional 
revenues, then he should at least con- 
sider tax amnesty. . 

Such programs give those who I 
underpay taxes, or don't pay them at I 


Thels^e: 


Raising badly needed dollars, 
with help pom the 
Internal Revenue Service. 


all, an opportunity to settle their 
accounts over a set pericKd of time. 
Under most amnesty (vograms, taxes 
owed are paid, along with the pre- 
scribed interest. The benefit to offend- 
ers is that they avoid stiff financial 
penalties and concern that they will be 
hauled into court — and possibly to 
jail — for breaking federal tax laws. 

Cormecticut does not have a comer 
on tax amnesty. Thirty-five olhersiates 
have held such programs, most of them 
with great success, according* to Mr. 
Gavin. But Connecticut is one of the 
few states to sponsor amnesty twice, 
and Mr. Gavin has become one of its 
most vocal proj^nenis. 

Tax amnesty is not without contro- 
versy. It irks law-abiding taxpayers, 
some of whom view amnesty as a per- 
verse reward for lax cheats. Why 
should anyone follow the rules and pay 
their taxes every year, these people say. 
when you can pay them when you feel 
like it without fear of prosecution? 
Then there is the matter of secrecy and 
confidentiality. One of the reasons 
state amnesty programs — including 
Connecticut's — have been so suc- 
cessful is that the stales agree not to 
disclose identities of the participants 
to the IRS . That way. Uu»e owing state 
taxes can repay them, without wwry- 
ing that the state will turn around and 
snitch to the federal government. 


Whether the IRS, or even individual 
sutes, would agree to such a lack of 
reciprocity is undetermined. Also 
unknown: Whether scofflaws would 
trust such a guarantee, even if it were 
offered. 

There would be practical difficulties 
too. The IRS already is operating on a 
restricted budget You may recall that 
budget deficits prompted the agency to 
clo^ its Norwalk taxpayer assistance 
office earlier this year, so that it will 
not be open for tax season. If such 
restrictions continue (and we have no 
reason to believe that they won't), then 
the ntS will have even fewer people to 
deal with the addiuona) workload gen- 
erated by tax amnesty cases. Mr. Gavin 
counters that Connecticut did not hire 
additional people to conduct last 
year's amnesty program, which be pre- 
dicted will generate more than $44 
million once all the paperwork is 
processed. The 1990 program brought 
in $55 million. 

Then there is the stick problem. Tax 
amnesty programs work because 
offenders worry about what will hap- 
pen to them if they don't participate. 
Connecticut promised to ^ far more 
vigilant about pursuing offenders once 
its amnesty programs ended, for 
instance. To be effective, the IRS 
would have to make a similar pledge. 
The question is: Can it follow thiou^? 
If not. then Uncle Sam will have tax 
cheats from Maine to Hawaii laughing 
behind his back. 

Tough issues, to be sure. But Mr. 
Gavin argues that we must explore 
them if, as a nation, we are dedicated to 
making government as efficient as pos- 
sible. The idea is worth considering. 






94 


Chairman JOHNSON. Thank you very much, Mr. Gavin. 

Mr. Hoatlin. 

STATEMENT OF THOMAS M. HOATLIN, COMMISSIONER OF 
REVENUE, STATE OF MICHIGAN, DEPARTMENT OF TREASURY 

Mr. Hoatlin. Good morning, Madam Chairman, and Members of 
the Subcommittee. 

My name is Thomas Hoatlin. I am the revenue commissioner for 
the State of Michigan. 

I am here to testify on Michigan’s experience in using a private 
collection agency to support our collection efforts, and also to sup- 
port H.R. 757. 

The Michigan Department of Treasury had an amnesty program 
in 1986, which was immediately followed by the implementation of 
a number of improved enforcement tools to collect our delinquent 
taxes. 

As a part of that process, the department contracted with a pri- 
vate collection agency to build and manage an automated collection 
site, the Michigan Automated Collection System. 

The purpose was to collect delinquent taxes the department did 
not and could not collect with existing personnel. 

The collection process in Michigan represents 16 tax types and 
21 active debt types that we collect on behalf of other State agen- 
cies, and local court systems. 

Accounts are assigned only after they are collectible, that is, all 
appeal provisions have run, and the liabilities are coded for current 
action. 

Accounts are assigned to three different collection units. One, the 
Treasury central office; two, the Treasury field collectors; and then 
the automated collection system. 

Michigan has contracted with a private collection agency for 10 
consecutive years. The current vendor is responsible for five pri- 
mary areas; that is, the management of the collection site, facilities 
management, programming staff to maintain and enhance the com- 
puter programs, the management of a bankruptcy unit, and the 
maintenance of a LAN system. 

The site is open 12 hours a day, 5 days a week, and 4 hours on 
Saturday. 

Over the 10-year period, starting in 1986, the annual collections 
have grown from $29 million in 1986 to $106 million in 1995. 

Our experience with privatization of the collection process has 
been very good. The program, from its inception, was developed to 
collect delinquent taxes for which we lacked sufficient technology 
and personnel to collect in a systematic way. 

Based on our experience, the automated telephone collection 
method is extremely cost effective and efficient. Whether it is per- 
formed by the public sector or private sector, telephone collections 
are extremely cost effective. 

And the sooner the debt is collected, the better the collection. The 
older debts are much more difficult to collect. 

There were no State employees that were displaced by the result 
of contracting with the collection agency. All contract employees 
are subject to the same confidentiality provisions as State employ- 
ees. 
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The collection agency uses a telephone script that is approved by 
the State, and all levy and lien activity done by the private contrac- 
tor is approved by State employees through an interface system. 

Michigan also has an offset program that intercepts all vendor 
payments and all tax refunds through a main accounting system 
that is run against our accounts receivable. 

The program in 1995 generated offsets of $28 million. If the pri- 
vate contractor has been assigned an account on which an offset is 
taken, no commission is paid on that offset. 

The offset programs have worked very well and I am only here 
to support H.R. 757. Michigan, at this point, does not participate, 
is not one of the 31 States that participate in the program, and we 
are more than willing to start as soon as the reciprocal agreement 
is approved. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF THOMAS M. HOATLIN 
COMMISSIONER OF REVENUE 
STATE OF MICHIGAN 

My name is Thomas Hoatlin. I am the Revenue Commissioner for the State of Michigan. I have been 
employed by the Michigan Department of Treasury for 36 years, spending all of my tenure in the area 
of tax administration and the collection of various state taxes. 

1 am here to testify on Michigan’s experience in using a private collection company to support our 
collection effort. I am also here to offer support of H.R. 757. 

The Michigan Department of Treasury had an amnesty program in 1986 whidi was immediately followed 
by the implementation of a number of improved enforcement tools for the collection of delinquent taxes. 
As a part of the collection process, the Dq)artmeat contracted with a private contractor to build and 
manage an automated collection site, the Michigan Automated Collection System (MACS), for the 
purpose of collecting taxes which the Department could not collect with existing personnel. 

The collection process in Michigan involves 16 tax types and 21 active debt types collected on behalf of 
other state agencies. Accounts are assigned only after diey are considered collectible, that is, after all 
appeal periods have run and the liability is coded for current collection responsibility. Accounts are 
assigned to one of 3 colleaion units: 

1. Treasury Collection Division’s central office; 

2. Treasury field collectors; or 

3. Michigan Automated Collection System. 

Michigan has contracted with a private collection firm for over 10 consecutive years. The current vendor 
provides services in 5 primary areas; 

1 . Management of the automated collection tel^hone operations site, including approximately 280 
contractor employees serving as account rq)resentatives and management staff. 

2. Facilities management (operations, technical support, and maintenance) of the computer and the 
related network and peripheral equipment which supports the MACS application system and its 
interfaces to assure continuous system and data reliabUity and to assure the smooth transfer of 
data between Treasury and the MACS database. 

3. Programming staff to maintain and enhance computer programs supporting collection activities 
and interfaces between the MACS database and die lien release system and the State Treasury 
Accounts Receivable (STAR) database on Treasury’s mainframe computer. 

4. Management of a 10-person bankruptcy unit whose efforts to track bankruptcy claims and 
discharges rely on a PC^ased local area network (LAN). 

5 . Maintenance of a 3-person LAN management team to facilitate the operations of the bankruptcy 
LAN at the primary collection site and 66 PCs located at a second telephone collection site. 

The site is operated 12 hours a day, Monday through Friday, and 4 hours on Saturday. The 1995 fiscal 
year collections on accounts assigned to the automated collection system totaled $106 million. Over a 
10-year period, starting in 1986, the annual colleaions have grown from $29 million to $106 million in 
1995. An additional $170 million was collected in fiscal year 1995 through the efforts of our central 
office and field operations. 

Our experience with privatization of the collection process has been very good. The program, from its 
inception, was developed to collect delinquent taxes for ^ich we lacked sufficient technology and 
personnel to collect in a systematic way. Based on our experience, the use of automated telephone 
collection methods is extremely efficient and cost effective, whether the work is performed by the public 
or private sector. The key to success in either case is the speed with which an account can be resolved; 
the older the debt, the more difficult it is to collect. No state employees were displaced as a result of 
contracting with the private collection agency. 

All contract employees sign the same confidentiality documents that state employees sign. The collection 
agency uses a telephone script which is approved by the state and follows all of the courteous telephone 
etiquette responses that would be used by a state employee when contacting a taxpayer indebted to the 
state. We also reserve the right to monitor calls to verify the quality of tlie staff training and the 
interaction with the taxpayer. We do, from time to time, receive complaints— however, no more than we 
would receive when state employees are making such calls. 
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The State of Michigan is in the process of issuing a Request for Proposal (RFP) for a new automated 
collection system and improved telephone collection software. A component to be required in the new 
system software will provide a means to target the most effective collection methodology for a specific 
taxpayer based upon the compliance history 2 n<i odier factors related to that taxpayer. In terms of 
hardware, we intend to convert from a legacy mainframe system to a client/server environment. We also 
intend to modify the existing structure of the Collection Division to allow a longer period of time for 
internal collection efforts on tax debts prior to unresolved accounts being assigned to private collection 
agencies for enhanced collection efforts. 

As many of our delinquent taxpayers represent new accounts receivable, rather than habitually delinquent 
debtors, we prefer to have a state employee make the initial contact with the debtor, in an effort to 
achieve early account resolution or, if necessary, ac<x)unt correction. Those taxpayers who are habitually 
delinquent may require a different collection e^ort. 

Michigan intends to implement an integrated tax system which will enable us to discuss all existing 
delinquencies as well as those liabilities nearing a final assessment or for which recent returns have not 
been filed timely. For example, a taxpayer may have an income tax withholding assessment. S/he may 
also be delinquent for other taxes administered by the Department or debts owed to other state agencies 
for which Treasury has been assigned collection responsibility. With the integrated tax system, all 
liabilities will be readily visible on the computer monitor, including corporate officer liabilities, and serve 
to guide the discussion with the taxpayer regarding the totality of his/her debt with the goal of resolving 
the entire sec of liabilities. Ultimately, our goal will be to encourage and foster more voluntary 
compliance with alt tax laws, thereby reducing the growth in accounts receivable. 

Michigan has an offset program that intercepts vendor payments and tax refunds to be issued by the state 
and applies the intercepted funds against ail debts recorded on the state's accounts receivable database. 
In fiscjd year 1995, this program generated an offeet of $28 million. If the private contractor has an 
assigned account on which an offset is taken, the firm does not receive a commission on that payment. 


As I indicated, I am also here to support H.R. 757. There are several points 1 would ask you to keep 

in mind regarding the legislation: 

• This legislation allows the states to participate in an existing federal offset program and allows 
the IRS to reciprocate for what many of the states are already doing. The IRS would be allowed 
to offset feder^ income tax refunds to satisfy legally enforceable, past-due state igx debts. 

• These tax delinquencies will have already exhausted the period of time allowed for protests and 
appeals. The bill also affords some protection to the taxpayers as they will be given specific 
notification before any offset occurs. IRS would be paid for its expenses, even though states 
seldom require the federal government to pay for its participation in their programs. 

• The states currently are offsetting over $80 million annually on behalf of the federal government. 

• This measure has been publicly aired before two hearings and has never received any public or 
government objections. The U.S. Treasury Department and IRS support the proposal. 

I urge you to take all necessary steps to assure th^this legislation is included in the next available bill. 

This concludes my testimony. I want to thank you for the opportunity to describe two issues that are 

very important to the states. 
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Chairman Johnson. Thank you, Mr. Hoatlin. 

Mr. Goldberg. 

STATEMENT OF GERALD H. GOLDBERG, EXECUTIVE OFFICER, 
CALIFORNIA FRANCfflSE TAX BOARD 

Mr. GtoLDBERG. Thank you. Madam Chairman, Mr. Matsui. 

My name is Jerry Goldberg and I am the executive officer of 
California’s Franchise Tax Board, the State agency that is respon- 
sible for the collection of both personal and corporate income tax. 

I would like to thank you for inviting me here to testify. My re- 
marks will cover three areas. The Franchise Tax Board’s experi- 
ence with outsourcing tax debt collection, the Franchise Tax 
Board’s experience with insourcing for county and other State tax 
collection, and California’s support for the reciprocal fund offset 
legislation to authorize the Federal Government to offset Federal 
tax refunds to settle past due State tax debts, thus reciprocating 
the States in a program where California and 30 other States al- 
ready offset State tax refunds to settle Federal tax debts. 

With regard to outsourcing, California has had a program for re- 
ferring certain types of tax debt to private collection agencies since 
1984. 

The primary purpose of the program was to increase the effi- 
ciency and fairness of our collection program in recovering debts 
owed on small accounts which otherwise would not be pursued. 

The programs involved are known as the OSCAR Program for 
out-of-state collections of accounts referral, and the ISCA Program 
for in-state collection of accounts referral. 

Accounts selected are selected based on their cost-benefit ratio, 
that is to say, in California, the benefits have to be less than $5 
of revenue to $1 of cost. 

Vendors are selected based on competitive bid. We monitor very 
closely the contractors. We actually colocate with them. We use our 
internal auditors to audit them, and in fact we provide training to 
the vendors. 

We do clearly recognize that tax debt is significantly different 
than commercial debt. Because the accounts referred are small 
amounts, the Franchise Tax Board has never expected a great di- 
rect monetary return for the program, but, rather, as I said, it is 
an issue of effectiveness and fairness. 

We also have an insourcing program and the Franchise Tax 
Board has one of the most sophisticated automated collection sys- 
tems in the country, and as a consequence we use our collection 
system to not only collect tax debt but delinquent child support, de- 
linquent vehicle license fees, delinquent county court-ordered debt, 
and of course various other items of debt as well. 

Finally, I would like to speak to the issue of the reciprocal offset. 

California has had an offset program since 1975. The IRS became 
a participant in the program in 1991, when it received roughly 
$16.3 million from California from rouglily 73,000 accounts. 

In 1995 the IRS made 741,000 offset requests. In effect 25 per- 
cent of all of the offset requests made in California were requested 
by the Internal Revenue Service on behalf of the Federal Govern- 
ment. 
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Since 1991, California has remitted $91.8 million to the Federal 
Government. 

Clearly, California has an interest not just in reciprocity with the 
Federal Government, but also on its own behalf in terms of the 
moneys that we would collect, which otherwise would not be col- 
lected if there was not a Federal offset program. 

We anticipate that California would receive in the first year of 
operation roughly $80 to $85 million, and in succeeding years it 
would be significantly less. Obviously, we would be collecting dur- 
ing the first year on a backlog. In future years the amount would 
be significantly less, but nonetheless, a significant amount of 
money. 

We are obviously very supportive of Representative Jacobs’ bill, 
H.R. 757, and are very hopeful this Subcommittee makes a positive 
recommendation with regard to it. 

We do feel it would be very much a step forward in ensuring a 
cooperative attitude between the States and the Federal Govern- 
ment, and of course, more specifically, between the State tax collec- 
tion agency and the Internal Revenue Service. 

Again, I want to thank you for this opportunity to testify. 

[The prepared statement follows;] 
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STATE OF CALirORNIA 
FRANCHISE TAX Boi^D 

RO SOX 542867 
SACRAMENTO. CA 94^7-004> 


TESTIMONY OF GERALD H. GOLDBERG 
CALIFORNU FRANCHISE TAX BOARD 
BEFORE THE OVERSIGHT SUBCOMMI TTEE 
OF THE HOUSE WAYS AND MEANS COMMITTEE 
HEARING ON TAX DEBT COLLECTION ISSUES 
April 2S, 1996 



EXECUTIVE SUMMARY 


I am Officer ot the Calilbrma Franduae Tax Board (FI H) whidt aihruoistm ^ pmoi»l 

iDOome tex and t he ba^ and corporation tax for the State of Caltforaia. This s tatem ent wiS ser>« to 
e?q[>laia the FTB^a expeiienoe with the outsourdi^ of certain kinds of tax dehc» FTB’ s experience wifo 
the “htfotifc i n g " ofoer types of govemmeot dd>t wluch have been rdened to FTB for ccdhsctioa, and 
discuss ttie question of reciprocal refund offitete and support for Federal legislation foat would allow the 
Federal government to offiiet Federal tax refirnds to settle past due tax debts as most States voluntarily do 
now for the Federal government. 

Outsourcing State Tax Debt 

Odifomia has had a pn^am for lefoning certain types of tax debt to private collection agencies since 
1984. The primaiy purpose of the program was to increase the efficiency of our cdlection program in 
recovering the debte ow^ on small accounts which would ofoerwise not be pursued. The programs 
involved are known as OSCAR (out of state collection of accounts referral} and ISCAR (in-state 
collectioo of accounts referral). 

Because of the nature of the accounts referred to the private collection agencies. FTB never expected a 
great direct monetary return for die program. Revenue attributable to the collection agencies for an 
average twelve monfo period is approximately S4.5 miiiton for OSCAR and S 1 .2 million for ISCAR. The 
qtecific oost*bene6t ratio for the ISCAR aixl OSCAR programs is much lower than the ratio of in-house 
c^eerions. Bven with the low return per dollar expended, we feel that the ISCAR and OSCAR programs 
are valuable because they increase awareness in the community of the consequences of ignoring tax debt. 
In the case of both p r o g r a ms, if the accounts were rrot referred to the OSCAR and ISCAR vendbrt, no 
foltowMip would occur after the autonuted cycles are completed. 

"Insourcing* Other State Debts 

FTB has created one of the most sophisticated automated collection ^tems in th e coun try. In 
recognition of our success, California has been experimenting with **insourcii^.*' FTB has been given 
responsi bility for collecting some debts owed to odier State and local agencies. Legi slario o was enacted 
granting FTB the authority to coileet these d^ts as though they were tax liabilities. FTB has collected 
S348.5 million ia non-tax debt during the last three yean. 

Redprocd Refund Offset Legislation 

California has an offset program throu^ which d^ts owed to odier State agencies and the Federal 
government may be offsk against tax refunds and lottery winnings. In 1995, California remitted $26.3 
million to the Federal gover nm ent as a result of offsets ^ State income tax refunds which were used to 
satisfy Federal tax debts. Over die last five years, we have remitted more than $9 1 million to the Federal 
gover n ment. If H.R. 7S7 were passed, the Fedei^ g over n me n t could use its offset program to collect 
certain state tax <M>ts. 
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Madame Cliairman and Members of the Subcommittee, thank you for inviting me here today to 
share the California Franchise Tax Board's experience with the outsourcing of certain kinds of 
tax debt. I will also touch on the FTB's experience with the “insourcing” of other types of 
government debt which have been referred to FTB for collection. Finally, I will discuss the 
question of reciprocal refund offsets and support for Federal legislation that would allow the 
Federal government to offset Federal tax refunds to settle past due tax debts as most States 
voluntarily do now for the Federal government. As you know, California uses it offset program 
to collect various Federal debts. In 1995 California remitted $26.3 million to the Federal 
government as a result of offsets of state income tax refunds which were used to satisfy Federal 
tax debts. Over the last five years, we have remitted more than $91 million to the Federal 
government. If Fl.R. 757 were passed, the Federal government could use its offset program to 
collect certain state tax debts. 

I am the F.xecutive Officer of the Franchise Tax Board, the State Agency responsible for 
administering the Personal Income Tax and the Bank and Corporation Tax for the State of 
California. In fiscal year 1994/95, the two tax programs produced over $24. 1 billion in 
revenues, or approximately 56.7 percent of California's General Fund. Of the total. Personal 
Income fax accounted for approximately $18.5 billion (43.3%), and Bank and Corporation Tax 
accounted for $5.7 billion (13.4 %). In 1994/95, 13.4 million personal income tax returns were 
filed, and nearly one-half million bank and corporation tax returns. 


Outsourcing State Tax Debt 

Background 

1 . California has had a program for referring certain types of tax debt to private collection 
agencies since 1984. 

• I'he primary purpose of the program was to increase the efficiency of our collection 
program in recovering the debts owed on small accounts which would otherwise not 
be pursued. 

• I'he programs involved are known as OSCAR (out of state collection of accounts 
referral) and ISCAR (in-state collection of accounts referral.) 

2. The California Franchise Tax Board is a highly sophisticated and successful debt collector. 

• Each year we develop a collections workplan which prioritizes the debt so that our 
budgeted resources are devoted to the most co.st effective collection models. 

• Our workplan puts highest priority on those accounts which can be collected through 
our automated collection .system which issues notices during the voluntary collection 
cycle and can identify assets and is.sue levies during the involuntary cycle. 

• Only after an account has completed both the automated cycles is it referred to our 
collectors for manual resolution. 

3. Manual collections are labor intensive and expensive. 

• Each year FTB is budgeted to work down to a specific level on the workplan 

• Historically, this level has been at approximately the 5 to 1 level. That means that we 
only assign accounts for manual collection if they are expected to return at least $5 
for every dollar of State cost. 

• This system maximizes State returns but historically it meant that small debtors 
whose debts could not be collected during the automated process escaped all further 
collection action. 

4. In 1984 the Franchise Tax Board sought legislative authority to begin outsourcing debts 
which were below the 5 to I ratio. 

• Our intent was primarily to increase the effectiveness and visibility of collection 
action among the group of small tax debtors because of its deterrent value. 

• We also hoped to marginally increase the return to the State even though we did not 
regard many of these small accounts as fully collectible. 
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How the Program Works 

5. Accounts referred to private collectors must be in excess of $ 1 00 and to have completed both 
the voluntary and involuntary automated cycles. 

6. Private collection agencies are selected through competitive bids and multiple year contracts 
are awarded. The agencies FTB contracts with have to meet stringent criteria having to do 
with financial viability, staff training, and the ability to meet our strict conTidentiality 
requirements. 

• In order to assure that the private collection agencies are adhering to our requirements 
we: 

• periodically send in our internal auditors to review their practices, 

• provide training for their staff, 

• co-locate our staff and collection agency staff so that we can do onsite review 
and problem resolution. 

7. Private collection agencies are authorized to take standard manual collection actions - 
generally they send letters and make telephone contact with the debtor. 

8. Collection of tax debt is different from the collection of much commercial debt in that the 
debtor often has questions about the underlying legitimacy of the debt. This is true even 
thought the debtor has had previous notices and has not chosen to exercise his administrative 
protest and appeal before the debt “went final.” 

• Taxpayers frequently feel that they do not owe the debt. 

• In other cases they may question the legitimacy of penalty or interest calculations. 

• They may assert that the debt was paid but credited to the wrong year or the wrong 
account, 

9. 1 he private collection agencies are not allowed to take further collection action if the 
debtor raises questions about the authenticity of the debt or asserts that he has not been 
given due process. 

• In these cases, the debt must be referred back to FTB and it is resolved by our 
collection staff who have access to the taxpayer’s complete record. 


Cost and Return to the State 

10. Because of the nature of the accounts referred to the private collection agencies, FTB never 
expected a great direct monetary return for the program. 

• We refer approximately 24,000 accounts to OSCAR and another 24,000 accounts to 
ISCAR annually. 

• The accounts referred to OSCAR average $4,400 while the accounts referred to 
ISCAR average $1,500. 

• Of these, the program results in payment in full of approximately 10% of the referrals 
annually. In other cases partial payment is obtained or the debts are finally 
discharged as uncollectible 

• Revenue attributable to the collection agencies for an average twelve month period is 
approximately $4.5 million for OSCAR and $1.2 million for ISCAR. 

• Vendors receive a fixed percentage of the dollars they collect. Under the current 
contracts, the OSCAR contract pays 15% of the dollars collected while the ISCAR 
vendor receives 20% of the dollars collected. 

1 1 . The specific cost-benefit ratio for the ISCAR and OSCAR programs is much lower than the 
ratio of in-house collections and the program required significant direct support from FTB 
collections staff. 

• F fB has 28 full time State staff assigned to the program. 

• They handle the respondes to our final letter which informs debtors that their 
debts will be referred to a collection agency if prompt payment is not received. 

• They also handle all cases where the taxpayer has questions about the nature 
of the underlying as.sessment. 

1 2. Even with the low return per dollar expended, we feel that the ISCAR and OSCAR programs 
are valuable because they increase awareness in the community of the consequences of 
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ignoring tax debt. In the case of both programs, if the accounts were not referred to the 
OSCAR and ISCAR vendors, no follow-up would occur after the automated cycles are 
completed. 

13. In States which have less effective automated collection programs the difference between the 
return on the dollar for State efforts and private efforts may not be as great. 

Problems Encountered with the Private Collection Agencies 

14. FTB has encountered some problems with the ISCAR and OSCAR programs. 

• One in-State vendor declared bankruptcy while under contract to FTB and we had 
some difficulty assuring that all of our accounts were returned. 

• In the early days of the program we had some complaints about harassment and 
collection efforts which were too aggressive. 

15. These problems have been resolved through better screening of vendors and the provision of 
increased training and oversight by FTB staff 

Relationship with the State Employee Unions 

Section 19130 of the California Constitution permits “contracting out” under certain conditions 
one of which is that: 

“The contraet does not cause the displacement of civil service employees. The term 
‘displacement’ includes layoff, demotion, involuntary transfer to a new class, involuntary 
transfer to a new location requiring a change of residence, and time base reductions.” 

This provision did not present a problem with regard to OSCAR since no State employees were 
collecting out of State debt. Flowever, when legislation initiating ISCAR, the in-State collection 
program, was introduced in 1986, there was concern that State employees might be displaced. 
FTB staff met with the State employee unions and obtained their support for a pilot program. 

The unions were cooperative because FTB had never been funded to collect debts where the 
likely cost-benefit ratio was expected to be below $5 to $1 . So long as the legislation required 
that the ISCAR referrals be made from the accounts below this level on the collection work plan, 
no State employees would be displaced. 


“Insourcing” Other State Debts 

Background 

FTB has created one of the most sophisticated automated collection systems in the country. In 
recognition of our success, California has been experimenting with “insourcing.” FTB has been 
given responsibility for collecting some debts owed to other State and local agencies. 

Legislation was enacted granting FTB the authority to collect these debts as though they were tax 
liabilities. FTB has collected $348.5 million in non-tax debt during the last three years. 

Child Support 

Since 1994, FTB has been collecting delinquent child support referred to us by the district 
attorneys of 19 California counties. The program will eventually be available to all 58 counties. 

• As of March 31,1 996, the program has collected $87 million from 348,000 cases. 

• $50 million was returned to counties as reimbursement for AFDC payment. 

• $37 million went directly to families which are not on the AFDC rolls. 

• Another $34 million in child support delinquencies was collected through referrals to 
our offset program in which we offset county debts against income tax refunds and 
lottery winnings. 

1 . We have been able to build an automated system to handle child support delinquencies which 
parallels our tax collection system. 

• By using the automated system as our primary collection vehicle, the return for each 
dollar of cost has been $79 to $1. 
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Vehicle License Fee Collections 

1 . Since 1 994, FTB has been responsible for collecting delinquent vehicle license fees for the 
Department of Motor Vehicles. 

2. When we received the program, it was primarily a manual process. For the first 1 8 months 
we ran a manual collection program while we developed an automated system. 

3. With the completion of the automated system, our monthly collections have doubled from $3 
million to $6 million per month. 

4. Since the inception of the program, we have collected more than $79 million from 475,000 
accounts. 

Court-Ordered Debt Collections 

For nine months. FTB has been working with nine counties to develop and implement a program 
to collect court-imposed Fines, penalties and restitution orders. By the end of fiscal 1995/96, we 
will have collected more than $2 million from 32,000 cases. As we come to understand the 
nature of these debts, we hope to be able to develop an effective automated system in this area as 
well. 

Due Process Concerns 

In the case of accounts which FTB refers to OSCAR and ISCAR, the private collection agency 
must return all accounts to us for resolution if the taxpayer questions the legitimacy of the debt. 
In the case of debts which are “insourced” to FTB from other agencies, a similar rule applies. If 
the debtor questions the legitimacy of the debt, the amount of the debt, or asserts that he has not 
had due process, FTB returns the debt to the referring agency for resolution. 


Reciprocal Refund Offset Legislation, H. R. 757 

Current Federal Benefits Received from the California Offset Program 

As you know, California has an offset program through which debts owed to other State agencies 
and the Federal government may be offset against tax refunds and lottery winnings. 

1. I he California program began in 1975. That year we intercepted tax refunds for 15 State 
agencies. We collected $446,000 on 7,500 delinquent accounts. 

2. The program has grown considerably. The IRS became an active participant in the California 
offset program in 1991 when it received $16.3 million from 73,1 36 accounts. 

3. In the 1995 process year we received 2.98 million request for offsets from county. State, and 
Federal agencies. 

4. Of these, refunds were offset for 384,404 accounts for a total of $76.9 million. 

5. Federal offset requests made up 743,1 21 of the 1995 offset requests. 

• We were able to offset refunds for 92,691 Federal accounts and remitted $26.3 
million to the Federal government in 1995. 

6. Since 1991, California has remitted $91 .8 million to the Federal government. 


Potential Benefit to California from a Reciprocal Federal Offset Program 

1 . FTB has estimated the impact of expanding the Federal offset program to include the 
collection of State tax debts. 

• After matching a tape of State tax debts to a tape of IRS refunds we identified 
approximately 200,000 accounts which were on both tapes. 

• The value of the offsets which could have been made was $85 million. 

2 . It is probable that California would recognize something in the order of $85 million in the 



105 


first year of an expanded offset program. 

3. It is unclear what the annual value of expanded Federal offsets would be once the outstanding 
debts had been recovered, however, it is likely to be a substantial amount on a ongoing basis. 

4. The Federation of Tax Administrators (FTA) estimates that a Federal offset program could 
increase receipts to income tax States by about $150 million to $200 million annually in the 
early years and by somewhat lesser amounts as the inventory of receivables is reduced. 

Safeguards Which Should be Included in a Federal Offset Program 

Based on the Franchise Tax Board's experience with our offset program, I support the following 
concepts that are included in H.R. 757. 

1 . No account will be referred for offset until all the administrative protest and appeal processes 
have been exhausted and the taxpayer has received due process. 

2. California has established a hierarchy of debts by statute which provide direction in case the 
offset amount is not sufficient to satisfy all outstanding State, local, and Federal debts. I 
support the provision in the Federal legislation that identifies such priorities as well. 

Finally, I know that concern had been expressed that States might use a Federal offset provision 
to collect unpaid “source tax” debts from non-residents’s pension income. In fact. Committee 
Chairman Archer raised that issue in a letter last year to California Governor Pete Wilson. The 
enactment of P.L. 104-95, pension source tax restrictions, has eliminated that possibility. 

Conclusion 

In conclusion, I want to thank you for inviting my testimony. I would gladly offer my assistance 
to the Subcommittee as these proposals advance. I would hope that the Subcommittee would 
soon act favorably on the reciprocal refund offset measure sponsored by Rep. Andy Jacobs. This 
measure enjoys bipartisan support and to my knowledge has not received any strong objections 
from members of this Committee. Passage of H.R. 757 will be of great help to the States as they 
strive to balance their budgets without raising taxes. It is always better to collect all of the taxes 
that are legally due and owing rather than imposing an additional burden on honest taxpayers. 
Passage of H.R. 757 will help the States to accomplish this goal. This measure is also a revenue 
raiser for the Federal government. The Joint Committee on Taxation has scored the measure as 
bringing in $8 million dollars to the Federal government over five years in addition to the over 
$80 million the Federal government now receives annually from those States who voluntarily 
assist the Federal government through their offset programs. 
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Chairman JOHNSON. Thank you, and also for your interesting 
numbers. 

Mr. Duncan. 

STATEMENT OF HARLEY T. DUNCAN, EXECUTIVE DIRECTOR, 
FEDERATION OF TAX ADMINISTRATORS 

Mr. Duncan. Thank you very much, Madam Chairman, Mem- 
bers of the Subcommittee. It is a pleasure to be here on behalf of 
the Federation of Tax Administrators, which is an association of 
the principal tax administration agencies in each of the 50 States, 
the District of Columbia, and New York City. 

My purpose today is to first, share the results of a survey con- 
cerning the use by State tax administration authorities of non- 
government contractors for collecting State tax debts, and second, 
to urge the Subcommittee to approve H.R. 757, establishing a re- 
fund offset program for past due legally owing State tax debts. 

The survey we conducted was done in April of this year to gather 
information for the purposes of the Subcommittee, on the State use 
of private collection agents. 

Our results can be summarized, broadly, as follows. First of all, 
39 of the 51 jurisdictions surveyed used outside agencies for the 
collection of tax delinquencies, and some have done so for as long 
as 10 to 15 years. 

At the outset, most of these programs were primarily for the col- 
lection of individual income tax liabilities of persons who were no 
longer residing in the State. 

Over time, there has been an evolution, however, to a greater use 
of outside collectors for in-State taxpayers. We now have 25 States 
that use it for in-State taxpayers as well as out of State, and for 
a broader array of taxes, both individual and business taxes. 

The tj^es of activities for which they use private collectors in- 
clude skip tracing, collection letters, telephone calls, payment proc- 
essing, and negotiating and approving payment plans. 

Smaller numbers use them for asset seizure, liens, and levies, 
garnishments and negotiating compromises of the debt. 

It is important to recognize that in no State is the collector given 
carte blanche authority, but as these gentlemen have indicated, 
each of them operates under a contract that is very specific with 
respect to the procedures that will be used, the timing of the calls, 
the training that is required, and the like. 

Most State programs are small in relationship to the overall col- 
lection effort. Again, it focuses on individual income taxes. 

But again, there is a growing number of States that are making 
the private collection agency an integral part of their overall collec- 
tion effort, much like the State of Michigan. I would refer you to 
New Jersey, Delaware, and Pennsylvania in that regard. 

States see these as fine complements to their own collection pro- 
grams. With respect to compensation, they are largely compensated 
on a contingency basis, except where they are an integral part, 
where they may be on an hourly basis. 

In terms of disclosure, generally, the collector is provided only 
with a name, address. Social Security number, tax type that is 
owed, and the amount that is owed. They do not have access to de- 
tailed account information. 
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We have provided complete results of this survey to the Sub- 
committee. 

Let me turn, now, to H.R. 757 which would establish a program 
for the IRS and the Treasury Department to offset a Federal tax 
refund to satisfy past due, legally owing State tax debt. 

State tax administrators see this as a simple, straightforward 
matter of reciprocity in tax administration. 

As you have heard, 32 States currently provide this service for 
the Federal Government. H.R. 757 would allow them to reciprocate 
and include State tax debts as a part of the current Federal offset 
program. 

There would be no State tax debt satisfied until all current debts 
are satisfied from the offset. 

I want to speak a moment to the issue of using the offset pro- 
gram for nonresidents, and the concern that has been expressed. 

We would urge the Subcommittee to move cautiously in this area 
and to avoid placing unreasonable restrictions on the types of State 
tax debts that could be satisfied under the offset program. 

To deny the applicability of the refund offset program to all types 
of tax debts owed by all nonresidents is to suggest that income 
taxes imposed on any nonresident are, in some sense, illegitimate. 
Nothing could be further from the truth. 

The Supreme Court has upheld the right of a State to levy an 
income tax against a nonresident for 75 years, and all States do so. 
It would be as if to say a resident of New York could travel to Con- 
necticut every day to earn his or her livelihood and would have no 
liability to the State of Connecticut. 

That is simply not the way our income taxes work. 

The Subcommittee needs to remember that before a debt is re- 
ferred to the offset program, it must be reduced to a judgment in 
the originating State, meaning it has to go through a process that 
meets the due process requirements of the constitution. 

There is another required notice to the taxpayer before it can be 
referred to the IRS and that notice must go to the most current ad- 
dress known to the IRS. 

Finally, if the taxpayer protests that last letter, the debt cannot 
ultimately be referred for offset. So we have all of the processes at 
the State level to reduce it to a judgment and a subsequent notice 
before it could ever go to the IRS for offset. 

Finally, once the offset is made, there is still one more chance 
to contest the liability and to have the refund released in the name 
of the taxpayer. 

As I have indicated, we think this is a matter of reciprocity in 
tax administration and look forward to working with your Sub- 
committee to produce an acceptable measure. 

Thank you. 

[The prepared statement and attachments follow:] 
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STATEMENT OF HARLEY T. DUNCAN 
EXECUTIVE DIRECTOR 
FEDERATION OF TAX ADMINISTRATORS 

Madame Chairperson and Members of the Committee; 

My name is Harley Duncan, and I am Executive Director of the Federation of Tax 
Administrators. My purpose before the Subconunittee today is twofold. First, I 
have been asked to share the results of a survey conducted by the Federation 
concerning the use by state tax administration authOTities of non-government 
collection agents for collecting state tax debts. Se(x>nd, I wish to urge the 
Subcommittee to approve the provisions of H.R. 757, establishing a refund offset 
program for past-due, legally owing state tax deb^. 

The Federation of Tax Administrators is an association of the principal tax 
administration agencies in each of the 50 states, the District of Columbia and Mew 
York City. 


state Use of Private Collection Agents 

Introduction 

This survey of the 50 states and the EHstrict of Columbia was conducted in April 
of this year. Our goal was to learn as much as possible about the experiences states 
have had with non-government contractors, rather than to develop a statistical 
analysis. All 51 governments were queried; however, not every question fit each 
state's process. Thus, not every question was answered, and it would not be accurate 
to report in terms of what percentage of the states take one approach, and what 
percentage takes another. Instead, I will focus on the issues, successes and problems, 
and variations on approach that were revealed by the survey. A detailed 
compilation of the survey results has been provided to the Subconunittee. 

Summary of Results 

The broad results of the survey can be summarized as follows: 

• A large number of state tax authorities (59) use outside agencies for the collection 
of tax delinquencies; some have done so rather extensively for ten or 15 years. 

• At the outset, these programs tended to be primarily for the collection of 
delinquencies from individual income taxpayers who are no longer in the state. 
Today, in-state programs are increasingly popular, and outside collectors are 
assigned a broader array of state tax debts. 

• The activities for which the largest number of states turn to private collectors 
include, skip tracing, collection letters, telephone calls, payment processing, and 
negotiating and approving payment plans. Smaller numters use contractors for 
asset seizure, liens/ levies, garnishment, and negotiating debt compromises. 

• While a large majority of states use outside ccrflectors, these are typically small 
programs in relation to the entire collection activity. Several states, however, are 
now using outside agencies as a primary or integral part of the collection 
program rather than only as a method of dealing with residual debts remaining 
after state collectors have worked the account. 

• Overall, states have reported to us that they find these programs to be a useful 
component of an overall collections program and that they generally do not 
receive complaints about the use of outside collector. 

• States generally do not disclose detailed account data to outsider collectors, and 
disclosure restrictions seem to provide adequate protection of taxpayer privacy. 

Detailed Results 

T 3 rpes of Taxes. There are 39 states which use private or non-government agents 
in the collection of delinquent taxes. The oldest of these programs dates to 1975; 
most were instituted in the mid-1980s. About one-third of the states use outside 
agencies for the collection of individual income taxes only, while two-thirds have 
programs for the collection of all taxes, including individual income taxes. 

A slightly higher number of state use outside contractors for out-of-state accounts 
than for in-state accounts, but my personal perspective is that this gap is shrinking. 
Fifteen states use outside agents for collecting certain types of debt pertaining to all 
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tax types for both in-state and out-of-state accounts, and four others use it for both 
in-state and out-of-state individual and business ina>me accounts and sales tax 
receivables. 

Contracting Agents. Most states contract with private collection agencies, 
although four states also have contracts with independent or prosecuting attorneys. 
We identified two states that contract with county sheriffs. 

Seven states reported that they require their contractor to devote a special team 
to their work, so that a collector will not be working retail delinquencies and tax 
delinquencies at the same time. 

While almost all states contract on a contingency or percentage-of-collection 
basis, there are programs for flat fees — that's usually reserved for collecting bounced 
checks — and two states tell us they add a collection fee to the total tax, penalty and 
interest. 

Activities Contracted. States contract out for a wide variety of collection 
activities, including skip tracing, sending collection letters, making phone calls, and 
even receiving and processing payments. The activities that are least frequently 
contracted for are face-to-face visits, lockbox services and asset location. 

The most frequent coercive action taken by an outside agent is to make phone 
calls. A large number of states — by actual count, 27 of the 39 — said they allow these 
agents to negotiate and usually a pprove payment plans: a smaller number give their 
agents the authority to ne gotiate compromises . However, the states must usually 
give final approval to each compromise. 

We identified eight states which allow asset seizure, seven states which give the 
authority for wage garnishment, and more than a dozen which will permit the 
outside agency to undertake litigation, although this seems to universally require 
prior approval of the state. 

A synopsis of the types of activities for whidt states use outside agencies is 
presented below. 


Number of States 

Activity In-State Out-of-state 


Skip Tracing 
Collection Letters 
Collection Calls 
Face-to-Faoe Visits 
Receiving Payments 
Lockbox Services 
Asset Location 
Litigation 

Telephone Dunning 
Asset Seizure 
Issuing liens/levies 
Wage Garnishment 
Negotiating Pay Plans 
Approving Pay Plans 
Negotiate Compromise 
Approve Compromise 


17 

20 

20 

23 

22 

27 

4 

6 

17 

20 

1 

1 

7 

9 

9 

15 

25 

32 

4 

7 

6 

5 

7 

9 

23 

27 

19 

24 

9 

11 

1 

1 


It's important to remember, as you consider these activities, that the outside 
collectors do not have a carle blanche authority. There are extremely important 
operational details that must be addressed by anyone entering into such an 
arrangement. Eadi state writes a contract with its outside collection agoits that 
spells out such things as limitations, tolerances, calling hours, tcme of messages. 
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training, oversight, supervision, disclosure restrictions, and even the quality of 
employee. The tax agency will strive to make sure, through the contract, that it has 
as much confidence in and control over the actions of a non-government collector 
as it will over its own employees. 

Referral Oiteria. There is no quick, easy and accurate to summarize the types of 
debts that are referred to the non-govemment collectors in terms of age, size, etc. It 
is however, fair to say that in a majority of states, they tend to be the older, smaller- 
dollar accounts, perhaps those that are being unworl^ or that have been 
unsuccessfully worked inside the tax agency. In other words, the outside agencies 
tend to receive the residual debt remaining after a variety of actions by the state tax 
authority. 

However, this generalization does not hold in all cases. There are states which 
have rather extensive programs where the outside collection agencies are 
considered as a more of a partner in the collection process and even a collector of 
first resort. You will hear from some of them today. One state will send out a debt as 
young as 45 days, right after the first notice has be^ sent. A number of states told us 
they will refer debts of $50 to $100 ~ and in several cases even $25. Another state 
works the debt with in-house personnel only after the collection agency has been 
unsuccessful in its efforts. For programs of this type, 1 would suggest that you 
analyze the use of outside contractors in states su(^ as Michigan, New Jersey, 
Delaware, and Pennsylvania among others. 

The short answer to the question seems to be that a state determines the criteria 
for referring accounts based on its own internal resources, the age of its technology, 
the type of tax debt — whether income, sales or business — and generally make a 
judgment about what makes sense within that sc^ario. 

Collection rates. The differences in approadi to the use of outside agents makes 
it impossible to effectively compare collection rates across states, and detail has not 
been provided in the materials presented to the Subcommittee. Clearly, the rate of 
collection has a direct relationship to the quality of debt that is referred. Beyond this, 
some general observations can be made. For many, the referral actually collected (in 
dollar terms) — before fees are subtracted — will be in the 5-8 percent range. These 
numbers will go higher - but probably never reach 50 percent - as a state expands its 
program and sends to the non-govemment collector newer and easier-to-collect 
debts. 

1 mentioned earlier that the non-government program tends to be small in 
comparison with the overall collections effort, although there seems to be a trend 
toward more outsourcing. For both in-state and out-of-state programs, our survey 
showed that the ratio of total delinquent tax coUecdons by outside agenices 
compared to all delinquencies rang^ from less than one percent to as high as 9 
percent. That number will be higher in isolated instances. 

Disclosure Issues 

These non-government collectors generally have access only to the information 
necessary to collect the delinquency — the taxpayer's name, address, Sodal Security 
number (which is used for account control as well as locating assets and skip- 
tracing), the tax type, and the tax due. Other information may, but not always, be 
released to the non-government collector at the taxpayer's request. This is usually 
information necessary to resolve an account dispute. Also, an account collection 
history may be available to the collector. 

There are a few states which routinely give the non-govemment collectors access 
to their agency computer files. Those agencies have contracted for a broader scope 
of taxpayer problem resolution. Those states reported that the non-govemment 
collectors are considered agents of taxation, and they are subject to the same 
disclosure rules as government employees. 
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In fact, the survey revealed that there are instances in which a contractor is 
subject to more stringent penalties for unauthorized disclosure of information, or 
abusive collection practices, than are the state employees. These penalties are 
usually spelled out as contractual or employment sanctions, but in some 20 states, 
there are also statutory criminal penalties for abusive or unauthorized practices, and 
frequently civil penalties and dvil actions for damages apply. 

Public Perception 

Overall, the public seems to have no more problems dealing with non- 
government contractors as they do dealing with government employees. Seven 
states reported to us that they have never received a complaint from a government 
representative, such as a legislator, and another 13 states reported that such 
complaints were rare. Only five states told us that they received even occasional 
complaints from legislators and governors — an<^ none reported re gular complaints. 
As for taxpayer complaints, they were rare or occasional; only one state said they 
were regiUar. 

State Perspectives 

Sixteen said the use of a non-government collector was a useful component of 
their collection program, and an additional 10 states reported their program was 
very successful. Four states told us they fell their programs were not very successful. 

Finally, we asked states what they would tell others who are contemplating these 
programs. Their comments were quite positive — for instance, these two comments: 
"'We have found collection agencies to be responsive to our needs. They work 
effectively with taxpayers to resolve the delinquency." And "My experience with 
private collection agendes has been very positive." 

A singular warning message also was revealed: don't underestimate the in- 
house staff resources necessary to properly launch and oversee a non-government 
collections contract. 

To quote Arizona, 'Tracking payments is tedious, as some are paid directly to the 
Department of Revenue instead of the agency. Other overhead includes fielding 
complaints and developing and maintaining systems to refer and update the 
inventory of assigned accounts." 

Illinois warned that the process to change agendes is time-consuming and 
requires a great deal of intra-bureau cooperation in setting up. Maryland, which has 
extensive experience, said that developing the interface to and from the collection 
agency requires extreme planning. Oklahoma called it an "ongoing challenge." 

Overall, I believe Oklahoma quite nicely summed up the states' experiences, as 
revealed in our survey, when it rejx)rted, 'We feel, however, that the use of an 
outside agency is appropriate and useful if it is determined ahead of time where 
such activity fits." 

Finally, I will tell you of the seven stale agendes that have had a program in the 
past, and dropped it. One stale dropped a 15-year program because elected offidals 
preferred to have the work done by state employees. One upgraded its internal 
collection functions, and another put the resources it had spent on the outsourced 
program into internal collections and managed to increase its productivity. Yet 
another was dropped because of budget cuts. All but one of these programs were 
solely for the collection of out-of-state taxes. 

Conclusion 

The survey on state tax agency use of outside contractors for the collection of 
delinquent tax debts can answer several of the questions the Committee has. In 
particular, it answers questions on who is using outside contractors, the types of 
taxes and debts for which they are used, and the types of activities for which outside 
contractors are engaged. It is also instructive in gauging public perception regarding 
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the use of outside contractors, eliciting state administrator perceptions on their 
utility, and highlighting some of the operational cxmcems that will need to be 
addressed if they are used at the federal level. 

What it does not and cannot speak to is the "economics of delinquent tax 
collection." By this I mean the relative rates of rea)very for various types of taxes, 
the costs of in-house vs. contracted collectors and the break points for using various 
types of efforts. The variability among the states simply does not allow complete 
and accurate comparisons on these issues. Fdr this reason, I would urge that any test 
of the concept of contrat collectors be carefully designed such that at the "end of the 
day" the answers the Committee and Internal Revenue Service needs will be 
available. 


H.R. 757 - Tax Refund Offset 


Introduction 

I will turn my attention now to a subject that is of the highest importance to state 
tax administrators — the question of reciprocal refund offsets. 

H.R 757 would establish a program under which the Internal Revenue Service 
(IRS) and the U.S. Treasury Department could offset or withhold a federal tax refund 
to satisfy a past-due, legally owing state tax debt. State tax administrators see this 
issue as a simple, straightforward matter of redprodty in tax administration 
between state and federal governments. 

The federal government may levy on ~ essentially, seize — state income tax 
refunds to satisfy delinquent federal tax debts. The 1^ currently is able to exercise its 
right to levy on state refunds in 32 states and the District of Columbia by working 
through those states' refund offset programs. This occurs under a cooperative 
arranfement between the state tax agency and the IRS district(s).^ States generaUy 
are not compensated for these offsets. States collected $81.68 million for the federal 
government through their refund offset programs in 1995. 

IRS and Treasury do not currently posses statutory authority to reciprocate and 
offset federal tax rehinds to satisfy state tax debts. H.K 757 wotild provide such 
authority by adding the current offset program authorized under I.R.C § 6402 to 
satisfy debts owed for child support and to other federal agencies an authorization to 
offset federal tax refunds to satisfy federal tax debts. 

Description of Proposal 

The proposed legislation would amend IRC § 6402 (the existing federal offset 
program) by adding a new subsection allowing the Secretary of the Treasuiy to 
establish an offset program for legally enforceable, past due state tax obligations. To 
be eligible for the offset, the delinquency must be one that has been reduced to a 
judgment under state law and is no longer subject to administrative or legal appeal 
at the state level. As with other federal agencies, states would be further required to 
take steps prior to referring the debt to the IRS to notify taxpayers of the obligation 
and to inform them that such debt will be referred to the I]^ for offset if not 
satistied in 60 days. 

State tax debts would not be satisfied from an offset until all federal tax debts, 
assigned child support, non-assigned child support and debts due other federal 
agencies were satisfied. The Secretary could charge tiie states for the costs of the 
offset program in the same manner as other federal agencies are charged. 


^ There are 41 states, irMrIuding the District of Columbia, with a broad-based individual income tax. 
Induded in the S states with an otiset program for federal tax debts is Alaska, which has no 
individual inoome tax. It does, however, have a unique state refund program that works in a similar 
manner. 
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Once an offset is made, taxpayers could still protest the amount due. The 
legislation also contains provisions allowing a joint federal refund to be split among 
both spouses if only one spouse owes the state tax debt. The legislation would also 
amend IRC § 6103 to permit the disclosure of information regarding the offset to 
state tax agencies when necessary. 

History of Proposal 

Rep. Andrew Jacobs (D-Ind.) and Rep. Jim McCrery (R-La.) introduced H.R. 4138 
in the 103rd Congr^s. The House Ways and Means Subcommittee on Select 
Revenue Measures held a hearing on H.R. 4138 jn October, 1994. Treasury formally 
voiced its support for the proposal. 

Rep. Jacobs along with Rep. McCrery and Rep. Moran introduced the bipartisan 
H.R. TS? in February, 1995. Senator Orrin Hatch along with Sen. Conrad introduced 
the bipartisan S. 1408 in November, 1995. The bill was included in a package of 
miscellaneous tax proposals considered by the House Ways and Means Committee 
in July, 1995, when Treasury again said in written testimony that it had no objection 
to the provision,^ 

Neither during the hearings nor at any other time has the bill encountered 
o pposition from any official or organization. 

Reasons to Support H.R. 757 

There are several reasons supporting passage of H.R. 757: 

• The issue is simply one of reciprocity in tax administration. The legislation does 
nothing more than allow states to participate in an existing federal offset 
program and allow the IRS to reciprocate for what the states are already doing on 
behalf of the U S- government, an effort which returns from $50-$100 million 
annually to the U S. Treasury. 

• These tax delinquencies which would be subject to the program have already 
completed all available protests and appeals within the state, i.e., taxpayers have 
exhausted or foregone available legal protests of die tax debt. Beyond ^is, IRS 
procedures require that taxpayers be given on additional specific notification 
before any offset occurs. 

• IRS would be paid for its expenses, even though states seldom require the federal 
government to pay for its participation in their programs. 

• Offsetting for state tax debts would not cannilvalize any existing program because 
state tax debt would not be satisfied until all other currently authorized federal 
offsets are satisfied. 

• Offsetting f^eral refunds for state tax debts will be an effective method of 
collecting delinquent debts owed the states. The Iteration of Tax 
Administrators (FTA) estimates that a federal of^t program could increase state 
receipts by about $150 million to $200 million annually in the early years of a 
program and by somewhat lesser amounts as tlto current inventory of 
receivables is r^uced. 

• A reciprocal program would also be expected to increase federal receipts because 
it is anticipated that the remaining income tax states would begin to offset for the 
federal government in order to participate in the IRS offset (except in any state 
where the Secretary of Treasury chooses to not have federal debts offset). The 
Toint Committee on Taxation has estimated that reciprocal refund offset 
legislation would benefit the federal government by some $8 million. 

• To the extent that refund offsets cost-effective way to collect debts are an effective 
debt collection tool, there is no reason why the slate-federal program should not 


^ The Treasury Department did indicate that there wete several technical concerns it wanted to 
address in the final version of the legislation. These technical isMJes have been addressed in S. 1408 as 
introduced by Sens. Hatch and Conrad. Reference rantinues to be made here to H.R. 757 in interests of 
simplicity, but the changes incorporated in S. 1408 should be induded in any final legislation. An 
explanation of the changes made between H.R. 757 and S. 14(® will be provided to the Subcommittee. 
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be fully reciprocal. The principal policy issue surrounding refund offsets has 
been whether they affect voluntary compliance. If they do, the federal 
government should stop offsetting its debts against state refunds; if not, it should 
allow reciprocal offset of state debts against f^eral refunds. By making 
permanent the federal refund offset programs for child support and student 
loans. Congress has made the policy judgment that offsets are an effective 
collection tool that should be used. We agree. 

• This measure has been aired before two hearings and has never received any 
public or government objections. The U.S. Treasury Department and IRS 
support the proposal. 

The Nonresident Issue 

Some concern has been expressed about using the refund offset mechanism to 
collect state tax debts owed by nonresidents of a state. We would urge the 
Committee to reject this notion and not place conditions on the types of state tax 
debts which could be satisfied under the program. We take this position for several 
reasons. 

• To deny the applicability to tax debts of nonresidents is to suggest that all income 
taxes imposed on nonresidents are in some sense illegitimate. Nothing could be 
further from the truth. The U.S. Supreme Court has for 75 years sanctioned the 
levy of state income taxes against nonresidents who earn income within a 
particular state provided that certain tests of due process and equity are met. 

• The Conunittee should remember that before any debt is referred to the offset 
program it will have been reduced to a legal judgment against the taxpayer in the 
state, meaning the taxpayer must have been accorded significant opportunities to 
protest and otherwise resolve the delinquency. In addition, before a debt is 
certified to the offset program, the taxpayer will have received one additional 
notice at the latest address contained on a federal tax return. 

• The large majority of tax debts owed by nonresidents are very likely to have been 
accrued while the Individual was a resident of the state. That is, experience 
shows that many nonresident debts are owed by persons who were former 
residents of the state, but have subsequently moved to another state. 

« This is a matter of redprodty in tax administration, not tax policy. If Congress is 
concerned about particular tax polides of the states, it should address those issues 
directly on their merits and not in a back-door fashion by denying the use of 
effective, legitimate collection tools. 

Conclusion 

This is a noncontroversial measure whose time clearly has come. We greatly 
appredate the work of Reps. Jacobs and McCrery in drafting and sponsoring H.R. 

757, as well as the support for the bill of the Treasury Department, especially the 
Internal Revenue Service. We appredate the time they have devoted to drafting a 
bill that is acceptable to them. Federal-State cooperation in tax administration is 
increasing rapidly, and enactment of this bill would be a welcome step towards 
increased interdependence. State tax administrators urge you to take all necessary 
steps to assure that this legislation is induded in the next available bill. 
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Federation of Tax Administrators 
444 North Capitol Street, N.W., #348 
Washington, D.C. 20001 
Ph. (202) 624-589(yFax (202) 624-7888 


Responses to FTA Survey B-10/96, Private Collection Activities 

• Detail is given where provided by the state. 

• "CA" refers to the Calitomia Frairchise Tax Board, which collects income 
taxes for the state. 

• The California Board of Equalization is desigitated as BOE; that agency is 
responsible for administering sales and other taxes in California. 

• On the question of how the contractors' fees are determined, answers of 
"contingeivcy fee," "percentage of dollars collected," aitd "conunission" and 
"sliding fee conunission" have been placed into the same category entitled 
"contingency." 

• Responses from states that do not have a current contract have been 
compiled separately and are at the end of dre survey. 

• Certain additional details and analyses provided by the states are 
attached. 

• On the question of how accounts are selected for referral, arrswers are 
compiled so as to assist the reader in following all the criteria required by 
each individual state. Thus, the matrix is somewhat spread out. 

• On the question of volume, Oregon's answers were given based on monthly 
volume; the answers have been multiplied by 12 to arrive at an 
approximated 12-month annual figure. 

• The respoitses to questions about gross recovery rate are not given because 
respondents do not track that statistic in a consistent maimer, and because 
the answer is heavily dependent upon the type of debt referred. 
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Private Collection AcHvltiee 
RESPONSES FROM STATES 
WnH A CURRENT PROGRAM 

1. Doyou use private or non-go v e mm ent agents in the collection of ddinquent taxes? What 
year did the program begin? 

Yes 

AZ (1987)^ AL. CA* (1986), CO (1988), CT, DE (1981), HI (11'95), lA (1983), IN (1983), KS 
(1-96), KY (1986), FL (1986), ID (1970), IL (6/84), LA (11-90), ME (3-84), MD (1986), MA 
(1983), MI (1985)*, MN (1977), MO (1984), MS (1988 4c 1994)>, MT (1975), ND (1976), NE 
(1982), N) (1993 deficient, 1995 delinquent), OK (11/94), OR (1983), OH (1986), PA (1975), 
SC (1987), TN (2-93), UT (June 1995), VA (1966), VT (1991)*, WA (1992), WI (1982), WV 
(1989). 

Texas does not have an outsourcing program per se, but it does have a contract wid\ a 
temporary employment service that supplies personnel to staff the state's Automated 
Collections Center. Details are attaef^. 

2. How are referrals currently made to your outride "coUectim agent"? 

By this agency only 

A2. AL, CA, CT, DE, HI, lA, IL, IN, KY, LA, ME, MD, MA, MN, MO, MS, MT, ND, NE, NJ, 
OK, OR, OH, PA, SC, TN, UT, VA, WA, WI, WV 

From another contractor (No responses) 

3. What types of outride "collection agents" do you use? Check all apply. 

Independent attorneys 
IN, ME, OH 

Private collection agencies 

A2, AL,CA, CT, DE, HI, lA, IL, IN, LA, ME, MD, MA, MN, MO, MS, MT, ND, NE, NJ, OK, 
OR, OH, PA, SC, TN, UT, VA, WI, WV 

Firms of a certain size or related criteria (ji^ease specify) 

DE 

MA (experienced and capable of handling large volumes of accounts) 

WA (nationwide) 

Skip tracing service specialists (no responses) 

Other (specify) 

AZ Attorney General for high-dollar balances and accounts that may be litigated. 

ME County Sheriff Association, mailing service for certified mail, in-house collectors that 
work with the state employees. 

IN Sheris within each county that they serve also collect taxes for the state. 

MO Prosecuting attorneys. 

4. If you use private collection agencies, do you require that your accounts be worked by a 
dedicated team (as opposed to a private collection agent collecting retail debts and 
delinquent taxes during the same shift)? 

Dedicated team reqxiired 
IL, MA, MO, MS, NJ, OH, PA, 

We have no such requirement 

AZ, AL,CA*, CT, DE, HI, lA, IN, LA, ME, MD, MN, MT, ND, NE, OR, SC, TN, VA, WA, 
WV 


We have no such requirement, but that is how our accounts are worked anyway 
UT, WI 


’ See additional explanations for California FTB attached. 

* Currently developing a nnodified ACS system RFP. There will be sigiuficant changes to the 
existing structure of private sector involvement. 

* Out of state accounts orUy began in 1988 and expanded to a full-time procedure on Jan. 1, 1994. 

* We have recently passed legblation to allow outsourcing of all tax ^pes. Prior to this year, 
in-state income accounts %vere completely off limits and business taxes were limited to trust 
taxes more than 540 days old. 

^ Note, however, that collection agency staff are prohibited from using state mformation in the 
collection of non-state debts. 
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For which ta?^ do you use 

non-^verrunent collectors? 


Individual Inconve 

In-State Accounts 

CA, HI, U, IL, 

ME, MD,MI,MN, 

OK,OH, UT, 

Out-of-Stale Accounts 
CA, HI, lA, IL, MD, MI, 
MN, MS, ND, 

OK, OH, UT, 

Business Income 

lA, IL, ML MN, OH 

CA, lA. IL, MN, 

MI, ND, OH 

Sales / gross receipts 

lA, IL, ME, 

MP, MN. OK, 

FL,IA,IL, MS, 

MN, ND, OK, WA 

Exdse 


WA 

All tax types 

AZ, Cr, DE, 

KS, IN, MA, 
MO,MT,NJ,OR 

PA, SC, 

VA, WI, WV 

AZ, AL'.CT,CO,DE, 

ID, DM, KY, LA,ME, 
MA,MO,MT,NJ,NE, 

OR, PA, SC, TN, 

VA, VT, WI, WV 

I. For which of the following activities do you currently use private collection agents? 

InrState Accounts Out-of-State Accounts 

Skip tracing CA, DE, HI lA, IN, At, CA, DE, HI, \A, 

MDXO,MT,Nl, IN, LA,MD, MO, MT, 

OR, OH,PA, SC, UT, MS, NJ, OR, OH, 

VA, WI, WV PA. SC, UT, 

VA. WI, WV 

Collection letters 

AZ,CA,CT, 

DE, HI, lA, IN, 

MD, MAMO, 

MT, NJPK, OR, 

OH, PA, SC, 

UT. VA,WV 

AL, AZ, CA, CT, 

DE, HI, lA. DM. LA, 

MD, MA.MS.MO.MT, 

NJ, OK, OR. 

OH. PA. SC, 

UT, VA, WV 

Collection calls 

A2,CA,CT.DE,HI, 
lA, IN, ME, MD, MA, 
MO,MT,Nl 

OK, OR. OH, PA, 

SC, UT, VA, WI, WV 

AUAZ,CA,CT, 

DE, HI, lA^N, LA, 
ME,MD,MA>{0, 

MS, MT, ND>0. OK, 

OR, OHJ»A, SC, UT, 

VA, WI, WA, WV 

Face-to-foce visits 

CA* MD.MT.PA 

CA, LA, MD, 

MT, ND, WA 

Receiving Payments 

AZ, CA, DE, HI, DM, 

\A, MD, MA, MT, 

OK, OR. NJ,* SC, 

UT, WI, WV 

AZ, CA. DE, HI, DM, lA, 
LA,ME,MD, 

MA, MS, MT, 

ND, OK, OR. SC, 

UT, WI, WA, WV 

Lockbox services 

MT 

MT 

Asset location 

CA, DE, lA. MT, 

OR, UT, WI 

CA, DE, IA,LA, 

MT, TN, OR, UT, WI 

Other 

NE: Processes as necessary to collect delinquencies (out of state) 

IL: Collection of referred accounts, both in^te and out-of-state. 

IN: All collection activities after the state has dcdared an account non-collectible. 

’ Also uses non-government collectors for state agency debts. 

' Except ad valcHem 

' While all of the listed activities are permitted, face-to-face visits are believed to occur • 


rarely. 

* Contract related only 
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7. What activities or coercive actions are your outside agents per mitt e d to take? 


In-State Out-of*State Subject to 

Accounts TheW Limits 

LitigaHon CA, DE, HI, lA, CA, DE, HI, lA, AL‘°, 

IN, MT,MN, PA, WI, IN,LA,MT,MN, IN”, 

MS,NE,PA“,ND LA” 

OR, WA, WI lA” 

KfT* 
CA” 
OR” 
WI” 


Tdephone dunning 

AZ, CA, CT, DE, 

HI, lA, IL, DM, MA, 

ME, MD, MN, MO, 

MT, NJ, OK, OR, 

OH, PA, SC, UT, 

VA”, TN, WI, WV 

AZ, AL, CA, CT, DE, LA. 

HI, lA, IL, DM, MA, NE, 

ND, ME, MD, MS, MN, 

MO. OK, OR, MT, NJ, 

OH, PA, SC, UT, TN, 

VA, WA, WI, WV 

VA* 

Asset seizure 

DE,MT,TN,UT, 

CA.DE,MT,ND, 

NE, UT, WA 

DE 

UT” 

Issuing Uens/levies 

DE,MT,NJ,OR, 

SC,TN 

DE, MT, NJ, OR, WA, 

DE 

Wage garnishment 

IN, MN, MT, C»L SC 

TN, UT, 

IL, DM, MN, NE, ND, 

MT, OR. UT, WA, 

UT 

Negotiating 
payment plans 

AZ, CA, IL, DE. HI, DM, 
lA,MA,ME,MD,MO, 

MN. MT, NJ, OK, OR, 

Oa PA, SC, TN, 

UT, VA, WI 

AZ, AL, CA, HI, lA, IL. 

DM, DE, LA, MA, ME, MN, 
NE, MD>iO, MT, 

NJ, ND,OK, OR, OH, PA, 
SC, VA, UT, WA,W1 


Approving 
payment plans 

A2,CA,IL,DE.DM, 

MA,ME,MD,MN, 

MO.MT.NJ, 

OK, OR, OH, PA, 

UT. VA, WI 

AZ,AL,CA.IUDE. 

IN, LA, MA, NE, 

M£,MD,MN,MO,MT, 

NJ,OK,OR, 

Oa ND, PA,UT, 

VA, WA, WI 

IN® 

UT® 

Negotiate 

oon^iromises 

DE, lA, MN, 

MO. MT4»A, 

SC.TN, WI 

DE, lA, NE, 
MO,MT,ME,ME,MN, 

PA, SC, WI 

DE 

Approve 

conqmNiiises 

PA 

PA 

MN 


” Requires prior approval 
” With written approval from the state 
” Detail of limitations is attached. 

” With Department approval and Attorney Genml aj’proval. 

” Prior approval 

” Must contact and we assign debt to 
” Occurs rarely and requires ^proval 
” Requires Attorney General approval. 

” Subject to the state's approval; in^te Uti^tion is hardly ever used. 

” Activities for in-state accounts have been done in tiw past oti a pilot basis only, but full 
implemoitation of in-state ddinquent account collections by }^vate contractor will begin in 
July 1996. 

* ^te approves of calling hours and days 

^ With prior approval and expenses paid from the standard collection fee; same limit applies 
to wage ^uiti^unente. 

^ To be paid off within 12 months. 

^ Up to 12 months 
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8. How do you assign or sdect accounts for refenal: 
8. (a) of IN-STATE ACCOUNTS. 

Age 


Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

HI > 1 year** 

income 

gross receipts 


lA > 120 

IL>6mos 

IL >1 yr 

IL>1 yr 


IN 

MO 7-9 mondts 

MO 7-9 months 

MO 9-12 monBis 

MO12m06 

DE >120 days 

ME 1 month 




OR 

MA >120 days 

MA >120 days 

MA >120 days 

MA >120 days MA >120 days 

MN > 90 days 
MT>2“ 

MN > 90 days 

MN > 90 days 


NJ 45 days* 

OK > 6 months 


OK > 6 months 


PA 2-3 yrs 

OH < 3 years 

OH < 3 years 



SC > 2 years 

VA > 2 years 

UT 2years 

VA > 2 years 

VA > 2 years 


WI > 3 years 

Dollar amount (greater or leu than?) 



Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross receipts 


AZ>$50<$50 

CA® > $100 




CT>$500 

HI < $5,000 




lA <$500 

IL>$50 

rL>$50 

IL>$50 


DE >$501. 



ME <5,000 
MT>$100 


MO $25; OR, 

MA <$10,000 

MA >$100 

MA >$1D0 

MA >$100 

MA >$100 

MN >$25 

MN>$25 

MN >$25 



NJ$25 

N]$200 



SC 

OK >$50 


OK >$50 


PA $100,000 

OH < $25 

OH <$25 



VA >$25 

UT $25-$l,000 
WV < $500 


WV < $1,000 


WI > $50* 

If skip-tradng is required 




Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross receipts 



CA» HI. 

IL,OH 

iU 


lA, IL, IN, 

IL, OH UT 




MO,MT,N), 


OR, PA, SC, 
VA, 

WI > 3 years 


If not being worked in-house (unworiced accounts) 


Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross receipts 


AZ* lA, 

CA, HI, OH 

OH 



IN, MO,MT, 
ME >2 years 

MA <$10,000 

MA >$100 

MA >$100 

MA >$100 

MA >$100 

OK, UT 


OK 


NJ, SC, 

WV <$500 




VA 


^ 70 percent of the accounts referred are older than one year outstanding; 30 percent of d\e 
accounts referred are less than one year outstanding. 

^ Montana assigns all accounts over $100. 

“ After first notice 

^ The referral criteria indicated are applied only to accounts with projected cost/benefit ratios 
insuffident to be worked in-house. See cover for discussion. 

^ $250 if this is a second placement. 

” No distinction is made between cases on tlw basis of whether or not skip-tracing may be 
required. 

** Within limits 
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If in-house personnel were unsuccessful 



Indiv. 

income 

HI, IL 

MD >$100 

Business 

income 

IL 

SaUsI 

gross receipts 

IL 

Excise 

All tax types 

AZ. DE, lA, IN, 
MO, MT, OR, 

MA >$100 

MA >$100 

MA >$100 

MA >$100 

MA >$100 

OK, OH, 

UT 

OH, 

OK 


PA, SC, VA 
WI>3ycars 


wv 


Other: New Jersey deficiencies go to a private vendor first; they flow in-house if 
unaioceasful. 

8 (b) OUT-OF-STATE ACCOUNTS 
Age 


Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross receipts 



HI > 1 year, 
IL>6mo5.; 

IL > 1 year; 

IL > 1 year; 


DE > 120 days; 

ME 1 month; 




lA>120d; 

MA >120 days 

MA >120 days 

MA >120 days 

MA >120 days MA >120 days 

MO 7-9 months 

MO 7-9 months 

MO 7-9 months 

M012in)5. 

IN 

MT>2years 

MN > 90 days 

MN>90days 

MN>90days 


NJ 

ND6inondis 

ND 6 months 

ND 6 months 



OK > 6 months 


W > 6 months 


OR 

OH < 3 years 

OH < 3 years 



PA 2-3 years; 
SC > 6 months 

VA > 2 years 

VA > 2 years 

VA > 2 years 


TN 90 days 

UT$25 


WA < 10 years 


WI (any age) 

WV 

WV 

WV 



Dollar amount (greater or less than?) 



Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross receipts 


AZ>$S0 

CA>$100 

CA > $100 



IN $25 

HI <$5,000 




lA <$500 

IL>$50 

1L>$50 

IL>$S0 


DE>$501 



ME <^,000 


MO $25; 

MA <$15,000 

MA >$100 

MA>$100 

MA >$100 

MA >$100 

MN>$25 

MN>S25 

MN>$25 



OK >$50 


OK >$50 


NE >$200 

OH <$25 

OH <$25 

MT>$100 


NJ 

UT 




OR, 

PA $1004X» 

SC, VA > $25 
Wl>$50/$250 

If tldp-tradng la required 




Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross rec^pts 


AL, lA, 

HI, IL, OH, 

IL, OH, 

IL 


IN, NE, NJ, 

UT 




MO,MT,OR, 
PA, SC, VA 

If not being woriced in-faouae (onwocked acoounis) 



Indiv. 

Business 

Sales/ 

Excise 

All tax types 

income 

income 

gross receipts 


AZ*’, lA, 

CA, HI, MN, 

CA 



ID, IN, MO, 

MA <$100 

MA >$100 

MA>$100 

MA >$100 

MA >$100 

OK, OH, UT 

OH, 

OK 


MT, 

NE: All acets 
NJ, OR, SC, 

VA 


Within limits 
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If in-houM poBonnel were unsuccessful 


Indiv. 

Business 

Seles! 

Excise 

All tax types 

income 

income 

gross receipts 


AL, (TT, DE, 

HI, lU MN, UT 

CA, IL, MN 

IL,MN 

■ 

lA, IN, LA“, 
MO,MT,NE 
NJ, 

ME >82300 

MD > $100 

ND 

ND 

ND 


OR, PA 

OH,UT 

OH, 

WA 

WA 

SC, VA, TN 


Other responses: 

Mississippi - The Collection Division is responsible for the research and collections of 
delinquent accounts when the taxpayer is a nonresident of Mississippi and/or the taxpayer 
has assets or employment outside the state. After all reasonable in-office collection 
procedures have been exhausted and it is determined that there are no assets in 
Mississif^y then it is turned over to the out-of-state collection private ageruy. 


9. If available, please provide us with your volume. 

Results are: 
accounts r e f e r r ed / 
dollars collected / 

Percentage of total delinquent collections to contracted collections 


In-Statc 
AZ 7,203 

CA 2<,000/$U19, 000/0.09%“ 


Ottt-of-State 

AZ5426 

AL736/$44432/0.26% 


CA 24/»0/$4327JX»/032% 


Both (combined) 

AZ 13529/$l,l46,401/0.8% 
CT5342/$226A50/5% 

HI 4,000/$U7,000/3% 


IN $ 18,123,061 

ME23,000/$9.7mil 

NJ 67,829/$26 miUton/42%“ 

OR2,400/$162W)/6% 

OH 100,000/ <$1 miUion 
SC“ 32360/12.7 inil/2% 
UT3316/$124,743 

WI 2300/$66300/<1%“ 

WV l2300/$lZ56inil/16% 


LA I,412/$242,149“ 
ME 3/X)0/$1.3 mil 


OR 3300/$384300/16% 
OH 2300 

SC 1304/1410300/9% 
im 3,953/8248,719 
WA 1327/$440371/0.04% 
WI 5300/813 ii^/l-2% 
ND 393/8133,115/337% 


lA t3,123/$8S1,412/5% 

OK 54,421/85371,485 
ME 24% (not broken dotvn) 
MO49300/$7.1/73% 

MN 1328/82,775300 

DE, 12,258/811 milUon/9% 
lU 40,702/83,187396/0.06% 
UTII % (not broken do%vn) 

MD 53336“/87300300 
MA 66,111/89337,770/537% 
MS 1398/8310345 
MT 5300/84 million 
NE 103/819,952/0.122% 

PA 3313/8187,125/23% 


VA: Beginnirxg July 1997 we anticipate placing apfuvximately 12300 accounts per nwnth for 
18 months, after which volume should decrease to approximately 3300 per month. 


“ No assessments are placed, oiUy returns, non-sutfident funds (bad chedcs) and audits. 

“ For dlalifbnua's FTB, fte percentage refers to the percentage of contracted collections to total 
delinquent tax collections, rather than percentage of total delinquent tax collections to 
contracted collections. 

^ Accounts assigned are accounts placed in "uiuxiUectible status." The total collections from all 
department billings was $144 million for FY 1994-95. 

“ 42 percent of total dollars collected, 65 percent of total collection adjustment (cases closed). 

^ Rgures are for ttw year ending Feb- 1996 

” Figures are for six months because the in-state program began only last year. 

“ This number r e pr e s e nts the number of periods referred; the percentage is not available, but 
the total amount of delinquent tax collect^ fOT FY 95 included dollars collected by collection 
agencies was $89.7 million. 
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10. How do you determine the payment to your outside collection agent? 

Contingency fee At, AZ, CA, CT, HI, lA, lU, IN, LA, ME, MA, MN, MO, 

MS, MTJ4E, ND, OK, OR, OH, PA, SC, VA, WA, WI, 

WV 

Hourly rale ME,NJ 

Other: 

DE Based on contract 

ME Fbt fee per bounced check collected 

MD Commission of dollars collected 

MS 33 1/3 added to the total tax liability (tax, penalty and interest) 

TN Fee added to amount of tax, penalty and interest owed 

11. Do your provide the outside collectors %vith access to taxpayer returns or other information 
(other than delinquent amount, tax type, and basic identification information)? 

No AZ, AL, CA, CT, HI, IL, IN, MD, MS, MT, OR, TN, UT, VA, WI, WV 

Yes. lA, LA, ME, M A, MI, MO, NE, NJ, ND, OK. OH, PA, SC, WA 

Detail given by "no'' states: AZ: Account nun^)er, tax type, balance, name, address • no 
confidential information. DE: If requested/authorized by taxpayer; HI: name, address, 
social security number, years ddinquent, and amounts delinquent; MD: SS, name, address, 
phone numbtf, tax, interest arxl pe^ty by tax period; IL: Tax type, delinquent amount and 
basic idendtication information; lU bsM tax, penal^, interest and damages, ^neral info 
on warrant; OR: collection history notes, billings, last Imown address; AL: name, last 
known address, tele^rfione number, soda! security or FEIN number, a s s e s s m e nt date, amount 
due, period covered, type of tax, and lien date. 

Detail given by "yes" states: 

lA: When necessary to resolve account, state tax information only. If amount due resulted 
from adjustments from federal audit, that information is NOT available to the collection 
agency. 

LA: When requested by the taxpayer, information needed to verify the liability. 

ME: Most individual inoome tax is |xivatized; they do problem resolution as well as 
coUectioiui. Other collectors can get any ti\forroatk>n ne^ed to settle or collect the case. 

MA: If taxpayer disputes the delinquency we will inform the outside collector of the reason 
for the delinquency; they will inform the taxpayer. 

MO: Automated collection ^stem gives account collection history 

MN: In litigation, and to substantiate amounts per taxpayer request 

N]: Routine collection proc e ss allows access to Division Computer Systems and other 

taxpayer information as required. As agmts of taxation, they have the same access as 

Division employees. 

NE: On request of the outside collector, the taxpayer returns that created the liability 
(will be) assigned to the outside collector. 

ND: G7{xes upcm rquest of all information. 

OK: Information is provided at the department only • there is no oivline access. Available 
are copies of returns and assessments. 

OH: Access is provided to the returns if the taxpayer sends them to the outside collector to 
adjust an estimated assesmtent; the information is that provided on the tax return. 

PA: Crimiiuil profiles, corporations mei^ng, taxpayer's request, eto. (even then limitations 
exist); information depends on the type of case and the restrictions. 

SO The collectors have in-house personnel and have access to any application or return 
mformation. Ourside cdlectors are sul^ect to the disclosure rules within the agency. 

WA: Returns require written taxpay^ apfvoval; available also are all collection notes, 
documents and lien iitformatiort 
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RESPONSES FROM STATES 
THAT DO NOT HAVE 
A CURRENT PROGRAM 

1. Do you use private or non-government agents in the collection ot delinquent taxes? 

No 

Alaska, Nevada, New Hampshire, Wyoming 

Considering implementing 

GA (finalUng RFP; responses are based on plans.) 

NY (considering the use ot collection agencies for follow-up on cases which have gone 
through the collection process and have been determined to be currenlty irot collectible.) 

Have had a program in the past 

AK (1986-88) Oased participation because we upgraded our internal collection (unction. 
Calif. BOB (1986-88). Ceased participation because recovery amount was minimal and 
private colletor elected not to renew the contract. 

(early 1980s). Program was in effect for a very short tinre and was rot successful. 

NY (1981-1989). Contracts were terminated in 1989 and have irot been renewed. 

NC Ceased participation because of budget cuts. 

NM Ceased participation because of low return on investment. 

RI. Have us^ a private collection ageircy but ottly in very Imited circumstances. We only 
engaged the agency for taxpayers who ere located out of state aird had iro in-state assets. In 
additioit, we did not refer foose cases until we had made attempts to collect ourselves and 
only after the matters were reduced to judgement in our courts. We irever referred more than 
a handful of cases and the collection agency was not successful in the matters referred. As a 
result the practice has been dropped over the years. 

SD (1980-1995). COased participation because the Governor decided to perform the work 
with government agents. 

2. How are referrals currently made to your outside 'collection agent'? (no respoiues) 

3. What types of outside "collection agents' do you use? C3ieck all that apply. 

Private collection agencies 

AK 

BOE 

GA 

Firms of a certain size or related criteria (please specify) 

NY (those that provided full service operations, including skip-tracing, asset location, 
duruiing and collection contact, attd the ability to retain outside counsel for litigation efforts 
related to assigned cases.) 

4. If you use private collection agencies, do you require that your acooimts be worked by a 
dedicated team (as opposed to a private collection agent collecting retail debts and 
delinquent taxes during the same shift)? 

Dedicated team required 
GA 

We have no such requirement 
BOE 

Other; NY did not require a dedicated team but at least one of its agencies did assign 
certain members of its staff to work exclusively on the tax collection cases. 
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12. Other than the federal Fair Debt 0>Uectton Practicea Act, what protections and sanctions 
could apply if there were an unauthorized disclosure of taxpayer information or abusive 
collection practices? 



By the I^vate 

By a State Tax Ageiwy 


Collector 

Employee 

Statutory crimirul penalties 

AZ, AU CA, HI, lU 

AZ, AL, CA, HI, IL, 


lA. ME, MA, MO, 

IA,MA;ME,M0,MT, 


MT. NE, ND(ud/* 

NE, NJ, 


OK, OR, m 

ND(ud), OR, 


UT, VA, WI, WV 

TN, UT, VA, WI, 

Civil perulties 

AZ,CA,1UMA, 

AZ, CA, MA, MN, 


MN, MO, MT, OR, 

MO, MT, NJXDR, 


ND (ud), OH, PA, 

VA, TN, WA, 

VA, ND (ud), WA, 

Civil actioi^s for damages 

AZ, CA, lA, MA, 

AZ, CA, U, 

MN,ND(ud/a“) 

MA, M, MN, MO, 


MO, OR 

NJ,OR, 


OH, PA, 

ND (ud/a), TN, 


UT, VA, TN, WA, 

WV 

UT, VA,WA, 

Contractual or employment 

sanctirms by your agency 

AZ, al,c:a,de. 

AZ, AL, CA, DE, 


IL, LA>4E, MD, 

lA, ME, MD, 


ma,mn,mo,or. 

MA, MN, MO, 


ND (ud/a), OH, 

MS, N), OR, OH, 


PA,SC,TN,UT, 

PA, VA, TN, WA, 


VA, WA, WI, 

UT, WI, 


WV 

ND (ud). 

Other (please specify) 

OK: Immediate dismissal 

of employee upon request 

OK 

OK 


LA: Required by the contract to comply with state statute LRS 47:1506 
NJ: State tax uniform fnxKedures, Treasury Code of Ethics, private vendor sanctions, IRS 
Code of Ethics. 


13. What has been your frequeiKy of complaints about outside collectors? 


Never 


From Taxpayers 


Rarely 


AL, DE, ME, MD, 

MO. MN. NE. TN, WI, 


Occasionally AZ, CA, CT, Hi, IL, lA, 

DM, LA,MA, MS, 

MT, ND. OK, OR. 

OH. PA. UT. SC. VA, 

Regularly WA 


Bom Govenunent 
(Lepslators. etc.) 


AL,CT,LA,MS,OR 
TN, WA, 

AZ, DE, lA, ME, HI. 
IN, MN, MO, OK. PA, 
SC.UT, WI, 

CA,IL,MA,OH,VA, 


14. Overall, how do you judge the success of your outsourced collection program? 
Not very successful AZ, AL, MT, TN 

A useful compoi»\t CA, CT, HI, I A, IN, LA, MD, M A, MS, NE, 

OK, OR, VA, WA, WI (moreso out-of-state), WV 


Very successful 


DE, IL, ME, MN, MO, ND, OH, PA, SC, UT 


^ For unauthorized disclosure 
^ (a) For abusive collection practices 
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15. Has your experience yielded any benefits, problems, or issues that you would wish to share 
with others? 

AZ: Tracking payments is tedious, as some are paid directly to the Department of Revenue 
instead of the agency. Other overhead Includes fielding complaints and developing and 
maintaining of ^tems to refer and update inventory of assigned accounts. 

AL: Over the past 11 years, the Alabama Dept, of Revenue has used two private collection 
companies to collect out*of-s(ate accounts only. However, all efforts are exhausted to collect 
these accounts in-house prior to making a referral. Since we have a minimum collection statute 
of 10 years, many of the accounts are already very old when a referral is made. This factor 
contributes greatly to the low gross recovery rate. 

DE: li\formation attached. 

IL: Should award more than one-year contraa. The fvocess to change agencies is time- 
consuming and requires a great deal of intra-bureau cooperation in setting up. 

ME; We have at least six various conU’acts for different types of enforcement/collectioru. 
Each is very different, which makes it impossible to fit the contract results in to your survey. 

MDt Developing the interface both to and horn the collection agency requires extreme 
planning. 

MA; The highest recovery rate lies within the primary accounts. Obviously, the older 
the "paper" the less the success rate of recovery. New accounts assigned as early as possible 
prove to be the most fruitful. 

MN: We are working on giving on-line access to our collection system. This will benefit us 
and the agency. We are collecting n\oney that may not otherwise have been collected. 

MQ We have fbuiKi collection agencies to be responsive to our needs. They work 
effectively with taxpayers to resolve the d^inquency either by payment or obtaining 
documentation to resolve the account. 

NE; The accounts are worked quite extensively before they are referred so the recovery is 
not as great as it might be if they were referred sooner. 

ND: My experience with private collection agencies has been very positive in the past 25 
years. Two of the main reasorts are because the two state employers 1 have worked for 
emphasi 2 ed background scrutiny nd referer^es to ensure that the private collector hired lived 
up to claims of competence. The other reason for success has been tlw intense education provided 
tlw private collector's staff, which enables them to pursue complex liabilities with confidence, 
which results in increased success. 

OK: Integrating the private collection agency info the overall collections process is an 
ongcring challenge. We feel, however, that the use of an outside agency is appropriate and 
useful if it is determined ahead of time whei^ such activity fits. 

PA: No problems or issues; good rate of recovery is the benefit 

SC: bankruptcies tend to be a big problem. 

UT: Referring our "older" delinquent acrounts to a private collector allows our in-house 
collectors to focus on collecting new liabilities and inaeasir\g compliance. Also, the agency we 
contract with has the ability to locate taxpay«^ using an automated collection system which 
we don't currently have. Our skip tradng resources are minimal arwi the cost of developing our 
own automated collection system which would include a skip-tracing furKtion is prohibitive. 
Using a private collector is a very useful component of our collections program. 

WV; It has enabled us to concentrate our collection efforts to high dollar delinquencies. 
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5. For which taxes did you use non-government cc^ectors? 



In-State Acccmite 

Oumf-State Accounts 

Individual Income 

AR 

AR 

Sales / gross receipts 


BOB 

All tax types 


GA 


NC 

NY (however, tried to ei^ude 
certain types of assessments 
issued for nonfiling of 
corporation franduse tax 
returns, based on ihe experience 
that these were relativdy non- 
renumerative cases.) 


6. For which of the following activities did you use private collection agents? 

In-State Accounts Out-of-State Accounts 

Skip tracing BOB 

GA 

Collection letters BOB 

CA 

Collection calls BOB 

GA 

Face-to-face visits BOB 

Receiving Payments BOB 

GA 

Asset location BOB 


7. What activities or coercive actions are ^'our outside agents permitted to take? 


Litigation 

In-State 

Aocpunts 

Out-of-State 

Accounts 

BOB 

GA 

Sut^ect to 
The« Limits 

Telephone dunnit^ 


BOB 


Negotiating 
pmt plans 


BOB 


Approving 
pmt plans 


BOB 

GA 



New York; Contracts provided that the agencies would make contact, by mail or tel^hone, 
with debtors to collect the debt through payment demands or short-term payment 
arrangements. Agencies unable to collect through these means could also request litigation 
of individual cases where recovery prospects seemed promising. If the state approved 
litigationthe collection agency would initiate suit in the debtoi^s home state. Agencies 
were not authorized to negotiate contracts, but they were pennitted to recommend penalty 
waiver under "relaxed" criteria to facilitate debt recovery. 
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8. 8(a) in-state accounts - no responses 

8 (b) referral of OUT-OF-STATE ACCOUNTS 



Sales/ 

gross receipts 

All tax types 

Age 


GA (>2 years) 

Dollar amotmt 


GA 

If skip-tracing is required 


GA 

If not being woriced in-house 


GA 



NC 

If in-house unsuccessful 

BOE 

GA 



NC 


New York: Out-of-state accounts for any tax type where the balance was greater than $100, 
excluding the corporate tax, withholding tax delinquency assessments (eg, failure to file). 
For higher balance cases (the threshold varied), cases were not assigned unless state 
staffers had worked the cases to completion. No bankruptcy or protest cases were assigned. 

9. If available, please provide us with your volume. 

NC: Out-of-state, 25 percent 

10. How did you determine the payment to your outside collection agent? 

Contingency fee AR, BOE, GA, NY (17 to 30%), NC 

1 1. Do your provide the outside collectors with access to taxpayer returns or other information 
(other than delinquent amount, tax type, and basic identification information)? 

No AR, BOE,GA,NC 

Yes NY (warrants filed; other information only when approved libgation required 
certified copies of basic documents to substantiate the liability.) 

12. Other than the federal Fair Debt Collection Practices Act, what protections and sanctions 
could apply if there were an urxauthorized disclosure of taxpayer information or abusive 
collection practices? 


Statutory crinunal penalties 

By the Private 
Collector 

BOE, GA, NY 

By a State Tax Agency 
Employee 

BOE, GA, NY 

Civil penalties 

AR, BOE, NY 

AR, BOE, NY 

Civil actions for damages 

BOE 

BOE 

Contractual or employment 
sanctions by your agency 
Other (please specify) 

BOE, GA 

BOE, GA 

What has been your frequency of complaints about outside collectors? 


From TaxnavfTS 

From C^vemment 

Never 


BOE 

Rarely 

BOE 

AR, NC 

Occasionally 

AR, NY, NC 


Regularly 
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14. Overall, how do you judge the success of your outsourced collection program? 

Not very successful BOE 

NY (useful at first iMit less productive as state workers became 
more fHoficient at collecting out-of-state accounts) 

A useful con^xment NC 

Very successful 

15. Analysis of the program 

NY: A study in 1989 suggested termination of the contracts in favor of utilizing resources to 
supporting in-house efforts. As a result, out-of-state collections increased from $1.4 million 
in 1988-89 to $10.2 miUion in 1990-91. 

16. Has your experierKe yielded any benefits, problems, or issues that you would wish to share 
with others? 

Arkansas: The majority of accounts closed by payment were smaller (under $150) accounts. 
We were able to dose a moderate number of accoimts by locating taxayers for whom we had an 
estimated assessment. 

California BOE: A significant amount of staff time was used for fwoviding documentation 
to support the liability to the private collection company. 

NY: The major negative foctor we found was extent of staff time and effort to support 
the outside firms' collection actions. 
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exhibit B 


The State of New Jersey, Division of Taxation entered into two 
contracts with PAYCO Generai American Credits, Inc. for the purposes of 
collecting delinquent and deficient taxes. 

The goal of each contract is to Increase collection of revenue due to the 
State through the specialized use of trained telephone collectors. 

Since the inception of the deficiency contract in February 1993, PAYCO 
has collected $51 ,529,476 in known deficiencies. PAYCO has been paid 
$1 1,328,543 for an overall revenue to expense ratio of 4.5:1. 

Deficiency contract collections by fiscal year and associated statistics are 
as follows; 


FISCAL YEAR 

COLLECTIONS 

EXPENSE 

RATIO 

■93 

$ 2,102,059 

$ 870,671 

2.4 : 1 

■94 

12,175,480 

2,841,557 

4.3: 1 

'95 

21,847481 

4,287,458 

5.1 : 1 

'96 

15,404,456 

3,328,857 

4.6 ; 1 


The delinquency contract, which targets known delinquent taxpayers, 
started in October 1995 and has collected a total of $1,360,121. PAYCO 
has been paid $349,181 on this contract for a 3.9 : 1 revenue to expense 
ratio. 

Both of these contracts have proven to be a cost effective way to Increase 
revenue collections while reducing the Divisions workloads. Also, by taking 
advantage of outsourcing, the Division is able to reallocate permanent staff 
In other areas within the Compliance Activity. 
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Exhibit A 

Although comparisons have been made between the private collector 
and the in-house employee, a complete analysis would be inconclusive. Our 
originat mission for the private vendor was twofold - to help reduce our backlog 
of unanswered correspondence; and attempt to collect low liability »:counts. The 
private collector was assigned accounts widi liabilities of S200.0Q to $10,000.00 
and our employees worked accounts over $10,000.00. That original mission has 
since changed. The private collector will be the Division's first attempt to collect 
a debt after the taxpayer has been notified of a deficiency and any rights to 
appeal have expired. 

However we can appreciate their cost effectiveness in other quantitative 
ways. For instance, 1995 the private vendor collected 42% of the total liability 
assigned for collection. In addition to collections, a total of 65% of the cases 
assigned were closed through collections, adjustments, or account correction. 
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TO: Harley Duncan 

FROM : Ken Rudio 

Department of Administration 
State Debt Collection 

DATE: 

RE: FTA Survey on Private Collection Agencies 

The Department of Revenue of the State of Montana referred this 
survey to my collection section to complete. 

I have enclosed a copy of the services we offer all State agencies, 
the IRS, and the county governments. It may help to explain some 
of my answers. It also provides you with some of the statistics we 
have with private collection agencies. 

The collectibility of the debts referred to private collection 
agencies is only about 5% (five percent) . The private collection 
agencies have 5 (five) million dollars of our debts referred to 
them. We basically use private collection agencies as a last 
resort effort and to pursue the accounts that will be expensive to 
collect. This is the reason for their high cost and low rate of 
return . 

In 1995 private collection agencies charged us $97,000 to collect 
$270,000. Our internal collection program charged the agencies 
using our service $44,000 to collect $593,000. Prior to 1990, we 
used private collection agencies almost exclusively. What we 
learned was that we were paying collection fee's to the private 
collection agencies on debts we could collect ourselves. 
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DEPARTMENT OF ADMINISTRATION 



ACCOUNTING AND MANAGEMENT SUPPORT DIVISION 


MARC RACICOT, GOVERNOR 


STATE OF MONTANA- 


Rni 3SS <4<M)444 3003 


Department of Administration 
Debt Collection Services 
Mitchell Building 


The Bad Debt Collection Services within the Department of 
Administration provides three specific categories of service 
regarding bad debts. These categories are as follows*. 

1. A collection service for receivables transferred from 
state agencies which provides location, asset 
verification suit, garnishment and payroll withholding, 
and offset of state warrants to recover state 
receivables. This includes referral to private 
collection agencies. 

2. A tax offset only and locate service that allows state 
agencies to intercept state warrants and information 
without physically transferring the debt to this 
office . 

3. A "write-off service" for state agencies for debts 
totally uncollectible and debts that have been through 
Che full collection effort performed by the Debt 
Collection Division. 

The 1991 Legislature gave the Bad Debt Collections Division of 
the State Auditor's Office the authority to charge state agencies 
a collection fee for debts transferred to it for collection. The 
collection fee charged is based on Che appropriation authorized 
and the collections generated from debts collected by the 
Division through conventional methods and tax offsets. No 
collection fee is charged for collection made by state debts 
referred to private collection agencies as they have already 
charged a collection fee. 

Any excess fees collected above the authorized appropriations are 
carried over into the next fiscal year to reduce the percent 
charged the agencies; i.e., FY 92 authorized appropriation 
$150,000 - projected collection $682,352 requires 17 percent 
collection charge - Division collects $1,000,000 in PY 92 means 
$170,000 in commissions; therefore, $20,000 is carried over into 
FY 93 budget $150,000 - projected collections $1,000,000. Since 
we carried over $20,000, we need to generate $130,000 in 
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commissions. That means we charge a collection fee of 13 percent 
for FY 93. 

We proposed this idea to the legislature because the old method 
didn't fairly distribute the cost of collection. Fifty percent 
of our collections were from debts that didn't come from the 
state general fund. One hundred percent of the Division was 
funded from the general fund. Also, many agencies had the legal 
authority to add on collection charges, thus it didn't result in 
any revenues being lost. 

Our major objective is to get the collection fee charged the 
agencies down to the lowest cost possible and still provide a 
total collection effort for all state agencies which includes a 
statutory write-off service for all state agencies. We want to 
request that when a state agency certifies and transfers a debt 
to our office for collection, they cease all collection 
activities on the account. All questions on the account of the 
debtor should be referred to the Debt Collections Division. Any 
questions we have will be obtained from the agency transferring 
the debt to us. The general rule for charging a collection fee 
is that the Debt Collections Division must be able to show it 
performed a collection effort on the debt. If an agency still 
maintains an internal means to collect a debt transferred to us, 
we won't charge a fee under reasonable circumstances : 

i.e., income tax debt where amended return filed; 

i.e., college loan where transcripts are held until loan 

paid; 

i.e., workers' compensation initial deposit applied to 

premium when payroll received on an estimated premium. 

The circumstance can arise that a debtor whom we are holding an 
offset on will pay off a debt to avoid our collection charges. 

Our position will be to hold out the collection fee on the amount 
we are offsetting. The major objective is to collect the debt. 

We will be reasonable in determining if a collection fee should 
be charged. It has been our experience that cancelling and 
returning referred accounts from collection agencies causes the 
agency performing the collection service to pursue the account 
less aggressively if the debt is subject to return. These are 
just some basic guidelines to use to make the collection service 
more effective and avoid problems. 
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The Division flow chart is as follows: 



Management memo 2-1100 explains the process of transferring a 
debt to the Bad Debt Collections Division for collection. It 
contains examples of the forms and explains the procedures for 
completing them. We developed another method of transferring 
debts for full collection electronically. This method allows Che 
agency Co obtain from Bad Debt Collections Division a format to 
keypunch all the information contained in the Bad Debt 
Certification and Transfer Form and transfer it to the Bad Debt 
Collections Division through a shared data set on the mainframe 
computer of the Department of Administration. The Bad Debt 
Collections Division will produce a Bad Debt Certification and 
Transfer Form which it will return to the agency for its 
signature. This eliminates the ordering of the Bad Debt 
Certification and Transfer Form. The Bad Debt Collections 
Division does not have to punch each debt into the computer as 
they will be electronically entered. We urge all agencies to use 
this method. Please contact the Bad Debt Collections Division 
and we will be glad to assist you. 

Contact the Department of Administration, Collections Division, 
P.O. Box 200102, Sam Mitchell Building for further explanation of 
the services offered by the Division. 


KR/kd 
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FY1995 

Report of Collectiona« Debts Referred, Written Off 
and Co^utation of Collection Charges for 1996 


RSVSMCTB COLLBCTSD Fy95 FY94 FY93 FY92 

Internal Collections 549,353 

Tax Offsets 1,258,673 

Private Collection Agencies 271,519 

(Less Coiamissione) (97,474 

TOTAL COLLECTIONS: §1,982.071 


DEBTS REFERRED FOR COLLECTION $9,183,557 6,526,492 5,637,092 5,850,002 

DEBTS WRITTEN OFF $5,386,933 9,185,152 1,982,218 161,179 


COMPUTATION OF COLLECTION CHARGES 


Revenue Generated to Operate 
State Collection Program: 

Internal Collections: $ 549,353 

Tax Offset: 1.258.673 

Total: $1,808,026 


This generated in REVENUE 
Carry Over from FY94 
Total Revenue FY95 
Total Expenses Fy95 
Carry Over to FY96 Budget 


Authorized appropriation FY96 
Amount carried over from FY95 
FY96 BUDGET 


PROTECTED COLLECTION FY96: $1,685,236 

Assume we will collect same amount in FY95 
Less I.R.S. Collections: 

Add Special Refund: 

Projected FY96 collections: 


Comparing Budget to Projected 

Collections » % to charge agencies: $ 204,240 a 12% * Fy96 Fee Charged 

1,685.226 

In Fy96 we will charge agencies 12% 


$1,808, 026 
(490,000) 
367.200 
$1,685,226 



56.029 
191,631 
(191.631) 
$ - 0 - 


711,400 
1, 366, 267 
247,651 
(90.627) 
$2,234,691 


521, 987 
896,697 
131,308 
(48,897) 
$1,500,095 


493 , 686 
612,019 
171,392 
(50,525) 
$1,226,572 



136 


HIGHLIGHTS : FY9 S 


1 . In 1992 we proposed to fund the State Debt 
Collection Bureau exactly like private 
industry. The fee charged the state agencies 
using our services comes directly from the 
debt owed the agency. We gave our general 
fund appropriation back to the general fund. 
We have collected $6,944,429 in the 4 years we 
have been self funded. It cost the agencies 
using our services $778,827. During the 17 
years the program was funded by general fund, 
we collected $5,540,343 with a cost of 
$899,362 to general fund. Under the self- 

funding program, we are returning 1.73 million 
dollars per year to the taxpayer. Under 
general fund funding, we were returning 
$272,999 per year to the taxpayer. 

2. We were referred $9,183,557 in debts from 30 

state agencies. This is the largest number of 
debts every referred to the State Debt Col- 
lections Bureau. I feel this was due to the 
great rate of return the state agencies were 
getting for our services. 7.5% translates 

into a thirteen (13) dollar return for every 
dollar spent . 

3. The legislation to help counties collect 
delinquent personal property tax passed. I 
estimated that there is from 11 to 20 million 
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in delinquent personal property taxes. When 
collection procedures are fully implemented we 
should recover 1/2 million dollars annually 
for the counties. New sources of revenue are 
what keeps our rates at such a low percentage 
and encourages agencies to use our services. 
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FRANCHISE TAX BOARD 

P O BOX 1468 

SACRAMENTO CA 95812-1468 
(916) 845-4166 



April 11. 1996 


Mr. Harley T. Duncan 
Executive Director 
Federation ot'Tax Administrators 
444 North Capitol Street NW 
Washington. DC 20001 


Dear Mr. Duncan: 


Atteched is your completed questionnaire concerning California’s experience with the collection of 
delinquent income taxes utilizing the services of private collection agencies. We hope that this information 
IS useful to you. The following additional information is provided to enhance your perspective in 
consideration of our responses. 

California's in-house collection activities are centered on automated systems that identify delinquent 
accounts, midate requests for payments, match accounta with employment and asset ownership data and, as 
needed, initiate liens or levies. Accounts not fully resolved by these automated systems are candidates for 
possible supplemental processing by either our own staff and/or private collection agency. 

In general, accounts worked by our staff are those expected to yield the highest returns. This is achieved by 
modeling the accounts in accordance with historical revenue return rates and by staffing at levels sufiBcieni 
for our staff to work all models expected to generete an overall return rate of $5 revenue per $1 cost. Only 
accounts not meeting this overall criteria are availaUe for referral to our private collection agents. 

In regard to question No. 1 5 and the relative coat of contracting with agents in comparison with the cost of 
in-house personnel, such compansons ate particularly dtttcult because the kinds of work to be done are 
different. The agent's actions are limited to locating debtors and obtaining payments of debts not disputed. 
Any disputes as to the amount or validity of the debt are necesaarily referred back for resolution. In respect 
to agency referrals, this has the effect of saving us die coal of attempting to seek out debtors that cannot be 
located but increasing the cost of resolving accounts of debtors who are located, since the latter will require 
both account resolution activity by our staff as well as payment to the private agent out of the debt proceeds. 

If you or your staff have any questions or would like any additional information, please do not hesitate to 
call me at (916) 845-4166. 

Sincerely, 



Tom Rogers 

Manager, Collection Program Administration 


cc: G. Goldberg 
J. Vranna 
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Ohio 


• • DEPARTMENT OF 

Additional Detail - Ohio TAXATION 


Harley T. Duncan 
Executive Director 
Federation of Tax Administrators 
444 North Capital St.. N.W 
Washington, D.C. 20001 


Dear Mr. Duncan; 

The Federation of Tax Administrator's survey has been referred to me 
for response . 

Your survey would be better addressed by Mr. William Hopper of the 
Attorney General's Office. I have, therefore, requested he assist in 
the completion of this survey. 

The collection process in Ohio involves the Attorney General's Office 
as well as the Tax Department. The actual collection activities 
and/or legal actions are the responsibility of the Attorney General's 
Office . 


In Ohio, the Tax Department's role in collection is to bill, assess 
{legal collection notification) and refer accounts remaining unpaid 
after a specified time period to the Attorney General for collection. 
The department remains involved throughout the entire process in that 
various information is referred after certification which may require 
adjustment of liability or response to the taxpayer on technical tax 
matters . 


The Attorney General's Office is the owner of the Ohio Automated 
Collection System. The Automated Collection system handles Che 
assignment of cases. How assignment for collections are made, types 
of outside collection activities performed by collection agencies, 
assignment of accounts, revenue collected, payment of fees to 
agencies, etc., is information which the Attorney General's Office 
would maintain. 



P.O. Box 1090 

Columbus. Ohio 43266-0090 
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The Automated Collection System supports the major taxes in Ohio 
(i.e., Individual Income, Employer Withholding, Corporate and Sales) 
Sales liabilities enter the system at the point of assessment. 
Personal income. Withholding and Corporate enter the system at the 
point of certification. 

Our contact with the "outside** collection agencies retained by the 
Attorney General ’ s Of f ice has been very positive. 

If I can be of future service, please let me know. 


Cordially, 



Assessment Division 


BAM/rm 

cc: William Hopper 
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WHEN WE STARTED OUTSIDE AGENCY COLLECTIONS. 

In 1981. we entered into our firsi contract with an Outside Agency for collections of the 
Divisions' receivables. The early years can be desctlbed as having varying degrees of 
success. Our first endeavor dealt with the placeinent of Non-Resident Taxpayers 
Personal Income Tax delinquency , then over the years it was expanded to include 
Resident Taxpayers. During the mid 80's a large number of accounts dealt with 
unable to locate. While the end of the 80's saw us expanding the program to include 
the total mix of delinquent for Personal Income Tax of Resident, Non-Resident, 
Unable to Locate, and for the first time the placement of these account directly after 
the completion of the billing process. It should be noted that all placements at this 
time would have had a judgment place against the taxpayer(s). 


In the 90's, the Division revamps its information syste.ms and we move from a multiple 
receivable system to a single irrtegrated system; from a decentralized accounting and 
control to a centralized accounting and control; from a paper based system to an 
image system. With these information systems in place, we can now manage and 
control receivables. We expanded our Outside Agency Collection (OCA) Program to 
include all faxes administered by the Divisiorr, as well as, the number of collection 
agencies from one (national firm) to three (two national and one local firm). They now 
received two types of cases. 

One. all delinquenaes directly after billing between a dollar range set by the 
division; additionally, no judgments have been place against the taxpayer. We 
have found that over the course of years, that if you can make contact with the 
taxpayer very early in the enforcement program process that not placing the 
judgment yielded a higher collections. When a case is returned ftom the OCA 
it will be examined to a set of criteria and a judgment filed when it meets the 
conditions set forth in our rule prooaaaor. 

Two, accounts that the Bureau of Tax CoHections recommends; they may or 
may not have judgments In plar». 

It should be noted that since the beginning of our OCA Program, we have had the 
ability to have the agency litigate the case on behalf of the Division for out of state 
cases. The Division has only reoentty began to exercise this means of enforcing 
problem aoeounts in which all other efforts have failed. 


We experienced a 101% increase in dollars ooltectod when comparing FY '94 to FY 
'95, which was the first full fiscal year of operations, having expanded our OCA 
Program from one to three participants. 
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WHEN WE STARTED WITH DIAUNG FOR DOUARS 

In May of 19S3, we engaged an outside collection firm to provide for collection 
personnel on site at the Division for aiding us in the collection of Personal Income Tax 
accounts. June of 1994, we increased the number of collectors to 4 and formulate a 
team. The team consisted of a Tax Examiner (Problem Resolution Person) to assist 
the 4 on site collectors with problem accounts. All issues with regard to computation of 
tax, penalty, and interest are handle by the four collectors. Issues concerning 
compound and complex tax issues are then fonward to the PRP, virho in turn will review 
and respond to the taxpayer's inquiry. January 1905. we expand by adding two more 
collectors and including the Business Taxes into our Dialing For Dollars Program. We 
are currently re-evaluating the mix of collectors to PRP's with anticipation of a new 
Business Tax Gross Receipts System brought on-line September 1995 and a 
anticipated a new Corporate Reconciliation System sometime in lha first quarter of 
1996. 

Below is a chart showing the rate of return for utilizing the rent a collector to Problem 
Resolution Person team. The ratio followed our traditional Personal Income Tax filing 
activity of April through December. We anticipate some change, as we go forward with 
the installation of new Business Tax Reconciliation Systems, but we will still see peaks 
for the Personal Income Tax activity. 





The Dialing For Dollars program has shown a program average ratio of 1 1.78 to 1. 
We feel this return rate wtH remain In axeass of 6 to 1 even as we bring on the new 
Business Tax Reconctllatian Systems. 
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WHEN WE STAHTED SECONDS 

RFP's specifications for the placement of second referrals of delinquent cases were 
sent to 36 firms in the month of September 1B9S. The closing date is September 28, 
1993, and the anticipated contract negotiation are expected to take approximately 30 
days. We look forward to a Installation date of November 1, 1995. At this time, we 
are uncertain as to the rata of recovery, but inlight that we will only pay for recovered 
dollars, all dollars collected is monies the Division would not have seen. 


MiAT THE DIVISION OAINED. 


The Division has made great strides to increase the collection program performance, 
as you can see by the increase of 101% m dollars collected via the OCA and the 11.78 
ratio of return for the Dialing for Dollars programs. Another benefit to the Division is, 
the Bureau of Tax Collection permanent staff has been reduced by 20% with the 
recently Installed Dialing for Dollars program. The professional staff that had been 
assigned to Bureau has now been reassigned to the Bureaus dealing with the 
Examine/Audit activities within the Division. 


THE FUTURE. 


The Bureau of Tax Collection will continue to reassess the perfomtance of its programs 
of OCA and Dialing for Dollars and like opportunities to further reduce the cost of 
enforcement collections; thereby, satdng taxpayer expense. 
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ADDENDUM TO FTA SURVEY ON PRIVATE COLLECTION ACTIVITIES 


The Texas State ComptraUa's Office does not cunently utilize private collection t^encies to collect 
delinquent taxes. However, since May of 1994, we have maintained a contract with a private 
tempor^ enqtloyment service that supplies us widt contract personnel to staff our Automated 
Collections Crater (ACQ. Under the contract, we employ approximately 40 individuals who, 
under direct supervision agency personnel, make outgoing collection calls on primarily 

delinquent sales tax accounts. 

These phone ''agents' have limited access to account information, and use prepared scripts when 
making their cafis. Their main responsibilities are to make phone contact with delinquent 
taxpayer^ establish/estimate liability, obtain a commitment to pay, and/or update limited account 
information if necessary. If the phone collectioo approach is unsuccessful and the established 
liability becomes final, the accounts are sent to the &ld for contact by agency collection personnel. 

This pocess has proven highly effective in reducing the backlog of sales tax accounts, and 
allowing our field personnel to concentrate on priority accounts (high dollar). In the first full year 
of operadon (FY95) under this new con«pt, ejections for the ACC increa^ 17%. The biggest 
reason for this increase was the change in procedure fiom an in-dq>th account analysis by 
experienced agency personnel, to a "quick hit", "dialing for dollars'' approach requiring limited 
account research. The result was a decrease in time per call, increased taxpayer contacts, and 
increased collections. It is interesting to note that though collections per direct phone hour 
decreased by 10%, the increase in taxpayer “hits" combined with the decrease in overhead resulting 
from the use of contract persoiuiel actually increased the ACCs rate of return by 23%. 

Though using contract personnel to assist in our collccdon process has proven fiscally re^nsible. 
it has also h^ its share of problems. The most obvious shortcoming is the lack of eimenise to 
handle taxpayer questions, resultiog in an additional burden on our field personnel. To reduce this 
burden, we have receody re-hired a small group of ^lecialists to take incoming collection calls 
referred by our contract personnel. A second ^Uem is the transient nature of temporary service 
personnel. Since it takes several days to train and get agents accustomed to making collection 
calls, the constant turnover limits the ACCs potendal jHoductive cqracity. And finally, for both of 
the afbreinentioned reasons, we have had to hmit the scope of collection activity of these contract 
agems to our two major taxes, sales and fianchisc. This has resulted in a backlog of smaller, low 
priority taxes that are rarely worited by our field personnel 

In sumnuuy, we have been very pleased with the effeedveness of this new program. Delinraent 
ooUecdonscondnue to increase as we adjust our processes to best utilize the contract staff. Oneof 
our goals for the coming year is to detennine ra optimum staffing level based on workload and 
prochictivity factors. Though we realize the inherrat problems associated with a transieot 
workforce will remain with us, we expect the program's pros will continne to outweigh its cons. 
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Chairman JOHNSON. Thank you very much. 

I would like to ask the panel if you have had any problem in 
using private debt collectors in the privacy area, in the appeals 
area. Have you had any problems of the kind that we are being 
cautioned to avoid? 

Mr. Goldberg. The one problem we did have in California, ini- 
tially, was one wherein we did not take proper consideration of the 
financial viability of vendors. So consequently one of our vendors 
went bankrupt. While none of the moneys were at risk, we had 
some difficulty, initially, getting some of the accounts back from 
the bankrupt vendor. 

Beyond that, we did have some initial complaints, but I think 
those were more a matter of training than the collection agencies 
not wishing to actually participate properly, and once we provided 
that training, those problems appear to have gone away. 

Chairman JOHNSON. So have you had no problem of commingling 
of tax and nontax data? Those privacy issues that people are wor- 
ried about? 

Mr. Goldberg. We have not had any significant problems in that 
area. 

Mr. Gavin. In Connecticut, under our State laws, the only infor- 
mation that is provided to outside collectors is that which is al- 
ready public information, available to the public. What do I mean 
by that? 

In Connecticut, under our statutes, if a tax debt exists after all 
appeal rights have been exhausted, 90 days after that, that per- 
son’s name, the tax type, and the amount, is public information, 
and the address. 

Not the Social Security number. So when we outsource to private 
collectors, the only information they are getting is public informa- 
tion — name, address, amount of tax, and the type of tax. 

Based on our experience — and we have been doing it for 2 years 
now — ^the number of complaints, there have been some complaints 
but no different than the amount of complaints we normally receive 
as a tax agency ourselves. 

So we have been very pleased with the results, so far, and have 
in fact now increased the amount of use of outside private collec- 
tors to 10 percent of the number of our accounts. 

If any customer service-related issues come up, it is their instruc- 
tions, the outside collection agency, to refer them to us and we han- 
dle that. 

Chairman JOHNSON. And one last question. In your experience 
with the amnesty program, have any of you had long enough expe- 
rience to feel confident it does not provide an incentive for people 
not to pay their taxes, assuming there will be yet another amnesty 
program? 

Mr. Gavin. Connecticut was the first State to have two full- 
blown tax amnesties. We had one in 1990 and in 1995. Now, the 
reason we had one in 1995 was that in 1990, when we had our 
originaJ, we did not have a personal income tax. 

Connecticut is still in its infancy stages, really, with the personal 
income tax, and based on our studies of the 35 States that have 
had tax amnesties, those that had personal income tax, the number 
one applications came in from individual income tax filers. 
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That held true in 1995, and that is the reason why we could per- 
form a second tax amnesty. I believe that a tax amnesty should be 
considered a one-time opportunity unless unique circumstances re- 
quire or suggest that a second one should be performed in Con- 
necticut. 

I can say to you that the Grovemor and the General Assembly ap- 
proved that, thought that that was the case, and based on our 
analysis, since the bulk of the money did come from personal in- 
come tax filers — and let me just tell you this, which is also an in- 
teresting fact when we talk about accounts receivable. 

In our experience in both programs, approximately 52 percent 
came from people who were on our accounts receivable file, and the 
remaining 48 percent were new filers, or underreporters. You have 
to remember that another great benefit of a tax amnesty program 
is not only are you going to get an influx of money in the year of 
the amnesty, but with some good marketing and advertising, and 
following up with strong enforcement tools after an amnesty, you 
are going to have those new filers on the tax roles forever and get 
a new stream of income, and that reduces the burden for everyone. 

Chairman Johnson. Thank you. 

Mr. Matsui. 

Mr. Matsui. Very briefly. 

Mr. Duncan, you seem to have answered Mr. Ensign’s concern. 
He testified. As you know, you were in the audience. Are you from 
Washington or are you outside of Washington? 

Mr. Duncan. No. We are based here. 

Mr. Matsui. I would recommend that you perhaps — and maybe 
you have already done this — ^visit Mr. Ensign and discuss this with 
him because obviously, if we do anything on the offset — and I be- 
lieve we may — it certainly would be helpful, perhaps if you met 
with him, and chatted with him. 

I think the issue that there would be a judgment might alleviate 
some of the concerns, which you have stated in your comments, in 
your testimony. So I would just make that recommendation, and 
maybe you have already made a note of that. 

Mr. (kiLDBERG. Mr. Matsui. 

Mr. Matsui. Yes, Mr. Goldberg. 

Mr. Goldberg. I might just also point out with regard to Rep- 
resentative Ensign’s comments, he indicated that roughly 44 per- 
cent of the offset amount would be from nonresidents. Our calcula- 
tions at the Franchise Tax Board would indicate that the amount 
would be less than 4 percent as opposed to 44 percent. 

Mr. Matsui. I see. Are they all in Nevada? [Laughter.] 

Gambling debts, huh? 

I want to thank all four of the panelists. I appreciated this. Obvi- 
ously, we are going to be looking to your expertise over the next 
few months, or years. 

Thank you. 

Chairman Johnson. Thank you much for your input. 

Would you like to question, Mr. Cardin? 

Mr. Cardin. No questions. Madam Chairman. 

Chairman JOHNSON. Thank you. 

I thank the panel and would call forward the last panel, Joseph 
Lane of the National Association of Enrolled Agents; Curtis Prins, 
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a legislative consultant, American Collectors Association; and Saul 
Moskowitz, a partner in Dean Blakey and Moskowitz. 

I would ask that Mr. Lane proceed. 

Mr. Matsui [presiding]. I want to thank all three of the gentle- 
men. 

Chairman Johnson had to take a phone call that came in. She 
needs to take this now, and so I am going to call Mr. Lane to start. 

Mr. Lane. 

STATEMENT OF JOSEPH F. LANE, ENROLLED AGENT, 
NATIONAL ASSOCIATION OF ENROLLED AGENTS 

Mr. Lane. Thank you. We appreciate the opportunity to appear 
again before the Subcommittee and give our opinions about this 
proposal. 

Before I start my comments, and Mr. Chairman, we have written 
comments we have submitted for the Subcommittee. We would 
hope you would just accept, and I will summarize. 

Mr. Matsui. They will be so entered in the record. 

Mr. Lane. Thank you. 

NAEA, the National Association of Enrolled Agents, strongly 
supports the concept of IRS studying ways to improve its service 
to taxpayers and achieve efficiencies in the management of the 
public revenues entrusted to it. In addition, we want to point out 
that over 90 percent of our members own and operate their own 
tax representation practices. 

So, we certainly are supportive of small business entrepreneur- 
ship. Having said that, I advise the Subcommittee we are abso- 
lutely opposed to the concept of outside collection agencies getting 
involved in the collection of Federal taxes. 

The confidentiality of tax return data is of paramount importance 
to our voluntary compliance system. At one time in America, we 
could say the same about most of our financial dealings, but unfor- 
tunately, that is no longer true. 

The confidentiality of income tax return data is the last remain- 
ing bulwark, and we believe it should be retained. 

We have been before the Subcommittee several times in the last 
year, and we have, at various times during that testimony, pointed 
out problems we had with individual specific employees of the In- 
ternal Revenue Service or some of the policies they may have en- 
acted, that we disagreed with. 

But we want to recognize the overwhelming majority of IRS em- 
ployees that are dedicated, ethical individuals interested in per- 
forming their difficult jobs, within the guidelines set out by the 
Service and the Congress. 

The IRS does extensive background investigations to help elimi- 
nate potential problem employees before they are selected. 

Once on the job, they have very strict rules of conduct which em- 
ployees are expected to adhere to, and there is an established dis- 
ciplinary process in place to deal with employees who violate those 
rules. 

In sharp contrast to the relatively high caliber of IRS recruits 
and the tightly regulated systems within the Service to protect tax- 
payer data, we have been appalled at the “horror stories” in 
exposes we have read about the commercial collection industry. 
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This industry has such low hiring standards and such shoddy 
and unethical practices, that Congress itself has been forced to reg- 
ulate it many times over the last three decades. 

We would urge that if this pilot program does go forward, that 
the IRS be required to look at the Federal Trade Commission 
records on the companies that are bidding on this contract. 

If you call some people from the Federal Trade Commission be- 
fore this Subcommittee, I think you will find out that many of 
these firms have been cited for violations of their business practices 
and fined significant amounts. 

Those types of fiirns should not be allowed to participate in the 
IRS test, if it goes forward. 

In preparation for our comments today, we did an E-mail poll of 
our members and asked them for comments concerning their deal- 
ings with the private collection agencies utilized by the State and 
municipal taxing authorities around the country. We have not re- 
ceived a single positive comment. Our members have related tales 
of taxpayers being threatened with legal actions not permitted 
under law; with threats of additional penalties not authorized by 
the taxing authorities; with demands for delinquent taxes without 
any explanation about the cause for assessment; with demands for 
taxes that had expired statutes for collection; with demands for ex- 
cessive financial information disclosure; with demands that tax- 
payers file delinquent tax returns, not with the State agency but 
with the collection agency; and finally, for demands for taxes al- 
ready discharged in bankruptcy proceedings. 

One member alerted us to the fact that the city of Philadelphia 
has contracted with a 250-person firm, and the name of that firm 
is the Municipal Tax Bureau. If ever was a name intentionally de- 
signed to confuse taxpayers, that is it. 

We are concerned about the production quota environment. The 
IRS has long realized that in a production quota environment, the 
first casualty is taxpayer rights. I was a collection division chief in 
the IRS when we first implemented the restrictions for keeping en- 
forcement statistics on individual employees, and I can vouch for 
the impact this had throughout the whole organization. 

Gone immediately were the last week of the month seizures of 
taxpayer assets just because someone was behind on a chart hang- 
ing in the group area. 

Gone immediately were local district policies of seizing any busi- 
ness taxpayer with delinquent payroll taxes within 24 hours of re- 
ceiving the case, and that was the case, gentlemen. 

I have on a wall in my office, an award I received as a revenue 
officer in the collection division, for making the most seizures in 
my group that month. 

In contrast to that environment, one of the collection agencies 
around the country located in Texas, as I understand it, has a 
leather bomber jacket in a glass case in their lobby, and it gets 
awarded every month to the collection “ACE” that shoots down the 
most money. 

Is this really what we want to be broadcasting to taxpayers? Do 
we really want to restrict government employees who must meet 
strict hiring qualifications and are fully accountable to a defined 
chain of command regarding their actions, while leaving unfettered 
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commercial firms who can dragoon anybody off the street, regard- 
less of qualifications, and give them this confidential material to 
work with? We think not. 

We are very concerned about the way the proposal has been writ- 
ten by IRS, and the bonus payments on full pay cases. I do not 
know if you have had a chance to review the RFP, in detail, but 
there is a multiple paid to the contractor that gets a full paid case. 

Mr. Matsui. Mr. Lane, could you try to wrap up your testimony. 
I do not want to interrupt any one of the three of you, but we are 
trying to limit everyone to 5 minutes, and this room will have to 
be used later, by someone else, and so we are trying to move ahead. 

Mr. Lane. That is fine. 

Mr. Matsui. If you will proceed, and if you can conclude. 

Mr. Lane. We are concerned about the bonus paid, and we have 
certain suggestions we have submitted to the Subcommittee. There 
are a total of five suggestions, which spell out how we think the 
IRS could utilize outside resources by contracting, but not involve 
the potential violation of taxpayers’ rights. We spell those out, in 
detail, for the Subcommittee in our written report. 

We also are in favor of, in general, most of the items covered in 
the proposed 6402 changes with the exception that we would not 
want to see non-means-tested Social Security payments subject to 
an automatic levy. There are just too many elderly people in this 
country that have the potential to have too many errors made, that 
wind up having 15 percent of their Social Security check withheld, 
and they do not have the resources to pay professionals to go out 
and get these levies released and get their money back. 

So, I will be happy to take any questions. 

[The prepared statement follows:] 
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STATEMENT OF JOSEPH F. LANE 
ENROLLED AGENT 

ON BEHALF OF NATIONAL ASSOCIATION OF ENROLLED AGENTS 

Madam Chair, Members of the Subcommittee, my name is Joseph F. Lane. I am an Enrolled 
Agent in private practice in Menlo Park, California. 1 thank you for your invitation to testify on 
behalf of the National Association of Enrolled Agents regarding the proposal to permit the IRS to 
contract out some of its Collection work to outside collection agencies and the proposal to 
expand levy authority under the Internal Revenue Code. 

I am testifying today on behalf of the more than 9,100 members of the National Association of 
Emolled Agents (NAEA). As the members of the Subcommittee well know. Enrolled Agents are 
the only tax professionals possessing a Federal license to represent taxpayers before the Internal 
Revenue Service and our members represent more than four million (4,000,000) individual and 
small business taxpayers atuiually. NAEA is especially appreciative of the interest this 
Subcommittee has taken in the matter of Internal Revenue Service practices and proeedures and 
their impact on taxpayers. We pledge our support to further assist the Subcommittee in the 
future on issues which effect the general taxpaying public. 

NAEA is Opposed to the Outside Collection Agency Test 

Before I begin my remarks, I want to make the point that the NAEA strongly supports the 
concept of the IRS studying ways to improve its service to taxpayers and achieve efficiencies in 
its management of the public revenues entrusted to it In addition, it should be pointed out that 
since over 90% of our members own and operate their own tax representation practices, that the 
NAEA is certainly supportive of small business entrepreneurship. Having said that, I must advise 
the Committee that we are fervently opposed to the proposed outside collection agency test. 

History of Tax Return Confidentiality 

Up until recently, there has been a sacred agreement between the taxpayers who file their returns 
and the government. The confidentiality of tax return data is of paramount importance to our 
voluntary compliance system. At one time in America, the same could be said of most of our 
financial dealings. Unfortunately, with the wide-spread expansion of credit availability and the 
enhancements to computerized technology, there has been a devolution in the confidentiality of 
much of our previously privileged financial lives. The confidentiality of income tax return data is 
the last bulwark remaining. It should be retained. 

Reliability of Internal Revenue Service Employees 

While we have, in past hearings, complained to the committee about specific actions taken by 
some Service employees or specific policies with which we disagreed, NAEA recognizes that the 
overwhelming majority of IRS employees are dedicated, ethical individuals interested in 
performing their difficult jobs within the guidelines set forth by the Service and the Congress. 

The Service has always set high standards of qualification for employment in its field positions 
and, we believe, does an excellent job in vetting the applicants it considers. The background 
investigations it performs help to eliminate many potential problem employees and weed out 
those who would attempt to abuse the power entrusted to them in their official capacities. Once 
on board, the Service clearly delineates through its Rules of Conduct and on the job training 
regimen exactly what expectations it has of its employees. There is an established disciplinary 
process in place, and often used, to insure that all employees meet the high expectations set out 
for them. 

Even given all of these safeguards, we have seen press reports in recent years where hundreds of 
Service employees have had to be disciplined because they were "browsing" confidential 
taxpayer data they had no right to look at. The reason these violations were discovered is because 
the Service has stringent controls over who may access certain computer files and has 
programmed tracking devices into the software to identify those who attempt to access 
information not already assigned to them. 
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The Commercial Collection Industry 

In sharp contrast to the relatively high caliber of IRS recruits and the tightly regulated systems 
within the Service to protect taxpayer data, we have all been appalled at the "horror" stories and 
exposes we have read concerning the commercial collection industry. This industry has such low 
hiring standards for employees and a reputation for such shoddy and unethical business practices 
that Congress has passed legislation over the past three decades to rein in its abusive methods. It 
is inconceivable to us that any serious thought is being given to turning over confidential tax data 
to an industry with the track record "enjoyed" by the commercial collection industry . We would 
urge the Committee to ask the Federal Trade Commission about the reliability and ethical 
conduct of many of these commercial collection agencies. At the very least, the FTC records 
ought to be considered by the Service in evaluating the companies bidding on the current 
proposal. 

Our Members* Comments 

In preparation for today's hearing, we polled our members via e-mail and received many 
comments back concerning their experiences dealing with commercial collection agencies 
currently used by state and municipal taxing authorities around the country. We have not 
received a single positive comment. Our members have related tales of taxpayers being 
threatened with legal actions not permitted under law; with threats of additional penalties not 
authorized by the taxing authorities; with demands for delinquent taxes without any explanation 
about the cause of the assessment; with demands for taxes with expired statutes for collection; 
with demands for extensive financial information disclosures; with demands that taxpayers file 
delinquent tax returns, not with the state agency but, with the collection agency, and finally for 
demands for taxes already discharged in bankruptcy proceedings. 

In almost every instance, our members have cited the lack of professionalism of the collection 
agency personnel compared to the state revenue department employees. One member reported 
that revenue department employees are "more knowledgeable, friendlier and LESS bureaucratic" 
than those working for collection agencies. Many commented on the lack of knowledge of the 
people they spoke with, the single concentration on collecting the amount due regardless of the 
accuracy of the assessment and no awareness of how to resolve cases where the accuracy was at 
issue. One member related how the City of Philadelphia has contracted with a 250 employee 
firm which calls itself the Municipal Tax Bureau (clearly a name chosen to mislead taxpayers) 
thereby permitting this independent enterprise to get direct access to Federal records and bypass 
the State of Pennsylvania tax department. This has to raise serious questions as to how this group 
uses the information they get and how secure their systems are. Who regulates these hired guns? 


A major concern of NAEA members is the negative impact on taxpayers derived from turning 
over their cases to an industry noted for its heavy emphasis on production quotas. The IRS long 
ago realized that in a production quota environment the first casualty is the taxpayer's rights. It is 
precisely for this reason that the Service prohibits its managers from keeping enforcement 
statistics on individual employees. It rightfully recognizes that any evaluative system which 
permitted these statistics to be used would create a competitive atmosphere not conducive to 
protecting taxpayer rights. It is tough enough to work in the tax collection environment without 
adding "production quotas" to the mix. 

I was a Collection Branch Chief when we implemented the restrictions on keeping enforcement 
statistics and I can vouch for the impact this had throughout the organization. Gone immediately 
were the last week of the month seizures of taxpayer assets just because someone was behind on 
the chart hanging in the group area. Gone immediately were local District policies of seizing any 
business taxpayer with delinquent payroll tax liabilities within 24 hours of receiving the case. 
Instead, enforcement actions were taken when warranted in the good judgment of the Revenue 
Officer assigned the case. Contrast this envirorunent with that of the Texas company with a 
leather bomber jacket in the glass case in its lobby that gets awarded every month to the 
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Collection "ACE" who "shot dowTi" the most money that month! Is this really what we want to 
be broadcasting to taxpayers? Do we really want to restrict government employees, who must 
meet strict hiring qualifications and are fully accountable to a defined chain of command 
regarding their actions while leaving unfettered commercial firms who dragoon anyone off the 
street to work on such confidential material. We think not! 

IRS Solicitation 96-0014. Collection Related Activities 

We have reviewed the IRS Request for Proposal issued on this topic and we are concerned about 
many aspects of the solicitation. The proposed procedure would assign cases to outside collection 
agencies only on taxpayers who did not have a Power of Attorney on file with the Service. In 
other words, the most vulnerable taxpayers would be the first to go. Those taxpayers who had the 
least knowledge of their rights would be cast to the commercial agencies. 

We also are concerned about the methodology of bonus payments for full pay cases. While it is 
understandable from a business incentive perspeetive, it is precisely this mind-set we object to. 
The Service would never permit one of its group managers to award a Revenue Officer in the 
field more pay because a greater percentage of that employee's cases were closed with full 
payments as opposed to some other method of disposition. That would create a motivation to 
collect full pays regardless of the facts of the case and could easily lead to mishandling the case. 

If the Service can see the wisdom of this restriction on its own valued, trusted and reliable 
employees how can it suggest that it not also be applied to those it has little, if any, control over? 

NAEA Proposals for Privatization 

We believe that there are several areas the Service could consider for privatization which would 
achieve the benefits of increased efficiency and cost reduction and not involve the risks to 
taxpayer rights and confidentiality we addressed above. 

First, the increased number of bankruptcy filings has created a much higher inventory of such 
cases. The Service could contract out the task of representing the Government in the bankruptcy 
forum. This would provide for the retention of specialists in a narrow field of expertise, affect 
very few taxpayers, insure taxpayer rights since most of the taxpayers involved would be 
represented by counsel or trustees, and perhaps insure a greater monetary return to the Service 
than it currently secures. 

Second, the Service recently implemented National and Local standards for purposes of making 
Collection case decisions. This process could now be automated by permitting practitioners to 
electronically submit completed payment arrangements directly into the Service's computers. The 
Service already has the power under Circular 230 to regulate the practice of Enrolled Agents, 
CPAs and attorneys who represent taxpayers. We can easily see the efficacy of an automated 
system which permitted the practitioner to process everything needed for the installment payment 
arrangements directly into the IRS system without involving any IRS employee. 

Third, the Service should consider entering into joint Federal-State agreements to permit State 
Departments of Revenue to collect delinquent IRS accounts at the same time they are working 
the state accounts. In many instances, taxpayers owe both agencies at the same time and the 
effort to jointly resolve cases would accrue to everyone's advantage. We have been testing the 
feasibility of joint payment agreements between the IRS and the California Franchise Tax Board 
for delinquent taxes for just over a year now. The State of Minnesota established an entity called 
the Minnesota Collection Enterprise which provides collection services for 1 3 different State 
agencies collecting student loans, child support, OSHA fines, pollution fines, restitution claims 
and benefit overpayments in addition to taxes. Since many of these program have Federal 
funding approximately 50% of the total dollars collected are returned to the Federal government. 
We believe this option also ought to be explored by the Service. 
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Fourth, the Service should consider licensing the rights to sell tax information publications to 
practitioners and the general public. Given the recent increases in the price of paper and postage 
and in light of their current budget situation, the Service is currently considering discontinuing 
certain valuable taxpayer information publications. We believe these are valuable enough to most 
users that a reasonable fee could be charged to cover the production costs and this should be 
considered before discontinuing publication. 

Fifth, the Service should consider contracting with a national payroll service firm to handle the 
withholding, depositing, filing and paying of the employment taxes owed by companies who 
have histories of non-compliance with their payroll tax responsibilities. We believe that 
significant cost savings could be realized by quicker follow-up on high risk repeater trust ftmd 
tax violators and feel that the commercial payroll services are better suited for this monitoring 
function than the Service's Collection Division. 

Proposed IRC Section 6402 Chances 

We are generally in support of the changes outlined in H.R. 757 and H.R. 2234, with one very 
major exception. We are opposed to the inclusion of Social Security benefit payments under the 
automated levy offset program. We agree, in principle, that the automated offset procedure be 
adopted for most non-means tested disbursements but are especially concerned for the elderly 
taxpayers who depend on their monthly Social Security benefit for the necessities of life. The 
current Internal Revenue Manual requires supervisory approval prior to levy upon Social 
Security benefits and we believe this is well considered and should be retained. There are too 
many instances where erroneous information is processed through the system and assessments 
are generated to risk that any elderly taxpayer be deprived of a major source of their retirement 
income and necessitate their seeking out professional help to secure a refund of an erroneous 
levy. Many of our senior citizens have remarked on how the complexities of financial life today 
overwhelm them. We see no need to add to their concerns about Social Security. The current 
system works fine, it is not broken and does not need to be fixed. 

Summary 

We thank the Committee for the opportunity to appear today and will be h^py to respond to any 
questions the members may have about our remarks. 
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Mr. Matsui. Thank you, Mr. Lane. 

Mr. Prins. 

STATEMENT OF CURTIS A. PRINS, LEGISLATIVE CONSULTANT, 

AMERICAN COLLECTORS ASSOCIATION, MIDDLEBURG, 

VIRGINIA 

Mr. Prins. Mr. Matsui, Mr. Cardin, ACA, the American Collec- 
tors Association is a worldwide trade association of debt collection 
professionals with some 3,400 members in the United States. 

Today, I would like to clear up some of the m34hs about the debt 
collection industry, particularly as they pertain to collection of 
debts for the Federal Government, including the Internal Revenue 
Service. 

Currently, private collectors handle accounts for some 80 pro- 
grams of the Federal Government, including the Department of 
Education, where they have collected some $1 billion in delinquent 
student loans, including $650 million in just the last 2 years alone. 

We are also collecting taxes for 32 States, including your home 
State of Connecticut, Mr. Chairman, your home State of California, 
Mr. Matsui, and your home State of Maryland, Mr. Cardin. 

Legislation currently before Congress would allow all Federal 
agencies to use private collectors and ACA strongly supports that 
initiative. 

More than $200 billion in delinquent taxes are owed the Internal 
Revenue Service and the General Accounting Office estimates that 
the figure increases by 8 percent each year. 

Unless private collection agencies are used to collect IRS tax 
debt, a large portion of the $200 billion will be lost forever. Every- 
one is concerned about taxes. How can we justify the loss of per- 
haps as much as $200 billion in tax revenue, particularly at a time 
when the country faces severe budget cuts? 

Why should people who pay their taxes have to subsidize those 
taxpayers, or perhaps we should call them tax delinquents, who are 
responsible for the $200 billion in tax delinquencies? 

How many new roads could be built with that money? How many 
child care facilities built, and perhaps even a cure for cancer or 
AIDS discovered with those funds that will be lost forever if we do 
not act? 

Here is what ACA proposes to solve the problem. When an IRS 
tax delinquency reaches 180 days, it should be turned over to the 
Financial Management Service of the Treasury Department which 
has broad experience with private contractors, who will then turn 
the accounts over to private collection agencies. 

This will free up the IRS to concentrate its efforts on the most 
collectible accounts, and relieve the agency of handling outside col- 
lection contracts. 

Our plan will not result in the loss of any jobs at IRS, since most 
of the accounts that would be turned over to the private collection 
agencies are not actively being worked by IRS. 

How will private collection agencies be able to collect on these ac- 
counts when the IRS has failed? 

Private collection agencies have state-of-the-art technology, both 
hardware and software, and that equipment is updated constantly. 
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Our collectors undergo continuous training to improve their col- 
lection skills and we are able to increase our work force and equip- 
ment inventories without government budget constraints. 

Contrast this with the IRS operation. The GAO has stated in tes- 
timony before the Appropriations Committee that the IRS is still 
using fifties and sixties collection technology. 

Let me turn to some of the major concerns that have been ex- 
pressed about IRS using private collectors. Privacy is one of the 
first issues that should be addressed. 

There have been unfounded fears that collectors will have access 
to tax records. That is not the case, nor is it the case when collec- 
tors work for State, local, or commercial concerns. 

The collector will be given the name of the individual or company 
that owes taxes, and the amount, an address, phone number, if 
available, and place of emplo 5 Tnent, if known. That is it. We will 
not get, and do not want tax files or any unimportant personal in- 
formation about the taxpayer. 

If you are worried about privacy, consider the Department of En- 
ergy, which has not received a single privacy complaint involving 
a private collector in the 14 years that the agency has used private 
firms. 

On the other hand, remember the 1,300 IRS employees who have 
been caught snooping into taxpayer records since 1989. Yes, there 
may be a privacy problem, but it is with IRS, not private collectors. 

Payment for private collectors is also an area that must be ad- 
dressed. Under current law, contingency fees are not allowed. That 
should be changed, so the collectors only get paid when they collect. 

That is the way the system works for all other Federal Govern- 
ment agencies in the private sector, when using private contrac- 
tors. 

Congress should not wait until the current IRS test program is 
completed before adopting changes in the IRS delinquent tax collec- 
tion program. The test program is so flawed that many PCAs are 
not bidding on the contract, and those that are bidding are con- 
vinced that they will lose money, but hopefully will get in on the 
ground floor for later contracts. 

It has been mentioned that this is a fair contract by people who 
are promoting it. I would suggest, Mr. Chairman, that the IRS test 
collection program is not as honest as professional wrestling. 

Mr. Chairman, and Members of the Subcommittee, we cannot af- 
ford the loss of $200 billion of tax revenue. 

ACA has presented a plan that prevents such a loss. We urge 
you to adopt that plan and to do so quickly, so that additional tax 
dollars will not be lost. 

In conclusion, let me make this offer to you and your staff. 

There are many collection agencies within a few minutes’ drive 
of the Capitol. I would be more than happy to entertain the Sub- 
committee to come out and see exactly how we work and to put to 
rest the myths that have sprung up during this hearing. 

Thank you very much. 

[The prepared statement follows:] 
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Testimony of Curtis A. Prins, Legislative Consultant 
American Collectors Association 
Before the Oversight Subcommittee 
Ways And Means Committee 
U. S. House of Representatives 
April 25, 1996 

Madam Chairwoman: ACA is a worldwide trade association of debt 
collection professionals with some 3,400 members in this country. 
We are the largest association of collection agencies, 
representing agencies from the mom and pop size to ones with 400 
to 500 collectors. 

The collection industry is one of the least understood but perhaps 
one of the most important businesses in our economy. Each year, 
our industry collects some $18 billion that might otherwise be 
lost to businesses, state and local government and to the Federal 
Government. According to the Financial Management Service of 
Treasury, private collectors currently handle 80 collection 
programs for Federal agencies, including the Department of 
Education, where since 1982, we have collected more than $1 
billion in delinquent student loans, including $650 million in the 
last two years alone. 

In the last few weeks, an ACA member. National Credit Management 
Corporation (NCMC) of Hunt Valley, MD. , received a contract from 
the Nuclear Regulatory Commission (NRC) , the Federal Trade 
Commission and the Comptroller of the Currency to provide demand 
letters, a collection service where the collector sends letters to 
debtors asking for payment. The contract, which any Federal 
agency can use, pays NCMC 54 cents for each letter sent. In 
addition, the company is paid for any additional work such as 
searching for assets. In just a few short weeks, this company has 
collected $141,895 for the Federal Government at a cost to the 
Government of only $1,175,30. 

Now, compare this to what it costs the Government to send a 
letter. A senior official at the Office and Management and Budget 
has told me that the agency estimates that it costs the Government 
$24 to send a single letter, when all costs are factored in-- 
personnel, equipment, material, etc. Simple math tells us that it 
would save the Government $23.46 a letter to use the services of a 
company such as NCMC. Only three agencies are using the NCMC 
contract, even though it has been available to all departments for 
some two years 

Since this hearing is to deal with the Internal Revenue Service, 
let me move quickly to the main topic. Private collectors 
currently collect taxes in 32** states, including you home state 
of Connecticut Madam Chairwoman. According to a 1994 General 
Accounting Office study, the states generally give high marks to 
these private collectors. We note that the GAO study shows a gross 
recovery rate for private collectors doing state tax collections 
as high as 45% 


**Alaska, Arkansas, California, Colorado, Connecticut, Delaware, 
Hawaii, Illinois, Iowa, Kansas, Kentucky, Maine, Maryland, 
Michigan, Minnesota, Mississippi, Missouri, Montana, Nebraska, New 
Mexico New Jersey, North Carolina, North Dakota, 
Oklahoma, Pennsylvania, Tennessee, Utah, Vermont, Washington, West 
Virginia, Wisconsin and V\^oming. 
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As we move to the Federal IRS program, it is important to remember 
the timeliness concept. The current IRS Request for Proposal 
(RFP) , based on the age of accounts, is certainly not a true test. 
In the pilot program, of the accounts that are in the business tax 
category, 91% are more than three years old and 52% are more than 
six years old. In the individual area, 77% are more than three 
years old and 28% are aged over six years old. At the same time, 
in both categories, of the accounts being turned over to private 
collectors only 3% are under one year old. 

It is ACA's belief that the collection of delinquent taxes, either 
at the state or federal level has a direct bearing on the 
timeliness with which the accounts are turned over to private 
collectors. A study done by ACA clearly illustrates that point. 
For example, on accounts placed for collection within 30 days of 
delinquency, the average recovery rate is 53%. After 90 days, the 
rate drops to 29% and after one year, the rate falls to 10 
percent. When an account is placed after 421 days of delinquency, 
the collection rate is only 4%. We do not have adequate 
statistics to show the collection rate on accounts that are two, 
three, five or more years old. We do know however, based on 
experience in collection student loans that government loans that 
are multi-year delinquent have a much higher private collection 
rate than similar aged accounts in the private sector. So even 
the older IRS accounts can be collected if turned over to private 
collectors . 

In discussing the IRS collection program, the first and most 
important given is that the IRS wants to collect delinquent 
taxes. If that is not given, then the alternative is to continue 
with the .current system, which according to GAO sees an increase 
of 8% a year in uncollected delinquent taxes. 

Currently, IRS has some $200 billion in delinquent taxes facing 
collection. In the last two years, IRS had to "write off" $60 
billion in delinquencies that fell into the Currently Not 
Collectible (CNC) category. That is $60 billion that is most 
probably lost to the Treasury forever, unless it it turned over to 
private collectors. As this Congress struggles with budget 
constraints, wouldn't it be nice to have that $200 billion to 
either help fund the Government or to be used to reduce taxes. 
How many new roads could be built with that money? How many child 
care facilities built and could a cure for cancer or AIDS be 
discovered with those funds that will be lost if we don't act" 

Here is what ACA proposes. Let IRS work those accounts that are 
the most current and have the highest dollar value. Once an 
account reaches 180 days past due, it would be transferred to 
Financial Management Systems in the Treasury where it would be 
sent out for collection by private companies. This v/ould not 
result in the loss of any jobs at IRS and would allow the agencies 
to better use their in-house collectors. Most importantly, it 
would increase the amount of tax dollars collected directly and 
would greatly reduce the accounts that would have to be written 
off . 

ACA believes that the only way to solve the current IRS collection 
problem is with direct legislation and the longer the wait for 
passage of that legislation the greater the loss to the Treasury. 
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There are those who say nothing should be done until the end of 
the IRS test program- -that is wrong. The test program has been 
designed in such a way that it will not be a true or even fair 
test. The requirements of the program are so cumbersome, the cost 
to a collection agency that win a contract are so high and the 
potential return so small, that many outstanding collection firms 
that should be bidding on this contract are sitting this one out. 

What is even more shocking about the IRS test program is that it 
is a direct slap in the face at the Congress . The House committee 
report on the legislation establishing the test program said" . . . to 
insure that the initiative receives an opportunity to 
f lourish. . . the Committee is adamant that the IRS assign cases that 
"would fit the profile of a private sector collection agency." 
Certainly when 91% of the accounts in the business category are 
over six years old, hardly meets the Committee's directive. But 
even more shocking was the IRS's totally disregard for the 
Committee's direction that the "Committee insists that the 
contracts should include the opportunity for smaller collection 
agencies to participate. 

Because of the myriad requirements in the contract including a 
$300 investigation fee for every employee who works on the 
contract, no"smaller" collection agency can afford to take a 
chance on this contract. The best opportunity for small 
businesses, then, would be as sub-contractor, a practice that many 
large collection agencies follow. Not only does the RFP 
discourage subcontracting, however, but, in response to a question 
from a collector who wrote, " Does the IRS expect the direct 
subcontracting of the actual collection work to small business?" 
The IRS wrote "Absolutely Not." In fact, a contractor, who sent 
accounts to a smaller collector would be in violation of the 
security requirements of the contract. So much for the "Committee 
insists . '' 

One of the common misunderstandings about collection work, 
particularly if it is for the- IRS, deals with privacy. Collectors 
don't want copies of tax records. They simply want name, address, 
telephone number, amount owed and employment information, if 
possible. I would point out that under the Fair Debt Collection 
Practices Act, passed in 1977, even the disclosure of that basic 
information to a third party by a collector would be a violation 
of the Act and subject the collector to severe monetary penalties. 
Earlier I mentioned that the Department of Education has used 
outside collector since 1979. During that period the agency has 
not received a single complaint about a collector violating a 
borrower's privacy. By contrast, since 1989, some 1,300 IRS 
employees have been caught snooping into taxpayers records. Who has 
the privacy problem? 

In conclusion. Madam Chairwoman, if the Congress wants tax 
delinquencies reduced, less writeoffs, and reduced collection 
costs to the Government, then require the IRS to turn over 
accounts to FMS when they become six months delinquent and let the 
private collection agencies do the job that they do every day for 
every sector of the business world. If you want results, at a 
small cost to the Government and I might add, if we don't collect, 
we don't get paid, then using cost effective private collection 
agencies is the course to follow. 


Thank you very much. 



159 


Chairman Johnson [presiding]. Thank you, Mr. Prins. 

Mr. Moskowitz. 

STATEMENT OF SAUL L. MOSKOWITZ, PARTNER, DEAN 
BLAKEY & MOSKOWITZ 

Mr. Moskowitz. Madam Chairman, Mr. Cardin, thank you for 
allowing me the opportunity to testify before the Subcommittee 
today on IRS debt collection activities. 

My name is Saul Moskowitz and I am a partner in the Washing- 
ton law firm of Dean Blakey & Moskowitz. 

My background in student loan collection policy, which is what 
I am here to talk about today, is described, in detail, along with 
the points I am making in my written statement. 

I have 17 years’ experience with student loan collection issues as 
a government attorney, as a policy director for the Student Loan 
Program, and in private law practice, working with various mem- 
bers of the industry. 

The 17 years of experience that the Department of Education has 
in student loan collections can teach us quite a bit about what 
would happen if the IRS used these private collection firms to work 
the debt that the IRS has now given up on, or at least is not ac- 
tively collecting. 

The results which are described in more detail in my written tes- 
timony — and you can refer to appendix C, if you like, which kind 
of goes through this — what I believe would result is, number one, 
billions of dollars in new revenue. 

There are approximately $40 billion of accounts receivable in the, 
what they call the ARDI at the IRS, the accounts receivable dollar 
inventory, that are not actively pursued today by the IRS, that I 
believe are appropriate for referral to PCAs, private collection 
agencies. 

These include the deferred accounts, the accounts that have been 
in the collection queue for more than 90 days, and the accounts 
classified as CNC, currently not collectible, because of the IRS’ in- 
ability to locate the debtor, to contact the debtor, even though they 
know where the debtor is, or that have been categorized as CNC 
because of a lack of known assets or income to pay the debt with- 
out financial hardship. 

Private collection agencies have been collecting more than 19.6 
percent of student loan debt referred to them, even though those 
accounts are harder to collect than many of the receivables I have 
just described. 

The reasons for that, I will be happy to go into with you, and 
they are set forth in detail in my written testimony. 

It is important to note that this 19.6 percent is net of the fees 
paid to the private collection agencies. The second thing that would 
result is taxpayer privacy would be fully protected. 

How do we know? The Department of Education — and I am not 
telling anyone who has been experienced lately in applying for Fed- 
eral student financial aid, anything they do not already painfully 
know — the Department of Education receives more confidential fi- 
nancial information from a student loan applicant than the IRS 
gets from many taxpayers. Yet there has never been, as Curtis 
pointed out, a single unauthorized disclosure we know about, of 
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that information by a private collection agency collecting student 
loans. 

There is no magic to it, they simply are not given access to this 
information and what they do not have, they cannot disclose. 

Third, debtor complaints would be extremely rare. The Depart- 
ment of Education receives less than one complaint for every 
50,000 debtor contacts by their PCAs. 

The fact is the contractual penalties, the applicable legal require- 
ments, and the contractor selection process, in the first place, en- 
sure that debtor harassment does not take place, and the com- 
pensation scheme, which has been maligned over the course of ttus 
hearing, actually works to help this because it makes sure the col- 
lection efforts are focused on the truly collectible accounts. 

It is simply a waste of money for a private collection agency, paid 
on a contingency-fee basis, to spend time going after a debtor who 
truly is unable to pay. 

Fourth, inherently governmental functions would not be usurped. 
The department’s contract ensures that inherently governmental 
functions such as resolving disputes with student loan debtors, ini- 
tiating litigation against those borrowers, that these are performed 
only by government employees. 

Similarly, the IRS could, by contract, ensure that private collec- 
tion agencies do not assess tax liabilities, do not resolve tax dis- 
putes, and do not seize assets, issue levies, or garnish wages. It is 
a matter of what you put in the contract. 

Finally, no appropriated funds would be needed. The Department 
of Education, as with all other Federal agencies, other th8m the 
Customs Service and IRS who are excluded, under the Debt Collec- 
tion Act, can pay collection firms from proceeds collected. 

Each of these points, as I mentioned, is reviewed in more detail 
in my testimony. 

Finally, with respect to the RFP, I have taken a close look at the 
RFP, and I have compared it to what the Department of Education 
uses in its contracts as a result of its 17 years of experience, and 
my analysis indicates that the RFP is deficient in numerous re- 
spects and is not going to produce useful information with respect 
to the use of private collection agencies. 

The detail on why I say that: Again, there is an appendix to my 
testimony that gets into it. Briefly, the series of accounts that are 
included exclude important categories of accounts. The private col- 
lectors are not given critical information, basic information, like the 
debtor’s telephone number to use, to locate the debtor. 

The system of online telephone transfers is doomed to failure, 
and the compensation approach is going to discourage diligent ef- 
forts, not encourage them. 

I should mention the IRS did confer with the Department of Edu- 
cation in developing the RFP, and yet makes the same mistakes 
that the Department of Education made and learned firom years 
ago. 
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It clearly could have made better use of the expertise that re- 
sides there. 

In conclusion, I would like to emphasize that private collectors 
have been used, successfully, not only by the Department of Edu- 
cation, but also by — I understand now we are at 39 States and 
growing, with respect to tax collection, and over 1 million private 
creditors. 

Thank you very much for the opportunity to appear today and 
I will be happy to answer any questions. 

[The prepared statement and attachments follow:] 
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STATEMENT OF SAUL L. MOSKOWITZ, PARTNER 
DEAN BLAKEY & MOSKOWITZ 
WASHINGTON, DC 


Madame Chair and other members of the Subcommittee, my name is 
Saul L. Moskowitz and I am a partner in the law firm of Dean Blakey 
& Moskowitz in Washington, D.C. I am grateful for the opportunity 
to testify before the Subcommittee in support of the Subcommittee's 
oversight of IRS debt collection activities. With April 15 having 
just passed, and over $200 billion owed to the Federal government 
in delinquent tax debt, this hearing is certainly timely. 

INTRODOCTION 

On behalf of a coalition of private collection agencies, I 
have been working with various experts on the IRS tax collection 
function to analyze the IRS Accounts Receivable Dollar Inventory 
(ARDI) and the extent to which the use of such firms would help 
improve the collection of federal taxes. Today my statement will 
focus on the experience of the Department of Education (ED) in 
collecting defaulted federal student loans and the lessons that 
experience can teach us about the use of private collection 
agencies (PCAs) to help collect delinquent federal taxes. For the 
reasons I will discuss today, I am convinced that, if PCAs were 
given a prominent role in collecting certain portions of the 
delinquent federal tax debt that is not now being worked by the 
IRS, billions of dollars in new revenue would be produced. 
Furthermore, this new money would be generated without compromising 
taxpayer privacy, harassing taucpayers, or involving PCAs in 
inherently governmental functions. 

HY Background in student Loan 
Collection Policy 

Prior to joining Dean Blakey & Moskowitz in 1990, I served at 
ED as an Attorney-Advisor in the Office of the General Counsel 
(OGC) from August 1979 until approximately February 1988. In that 
capacity, I provided legal advice to ED officials in connection 
with various programs, including the Guaranteed Student Loan (now 
the Federal Family Education Loan) Program (FFELP) . 

Beginning in approximately 1982, I became the lead program 
attorney the FFELP. In that capacity, I was the primary 
attorney responsible for advising ED officials regarding the 
statutes, regulations and policies relevant to the FFELP. Through 
my daily consultations with program officials, I was intimately 
familiar with the policy decisions of ED regarding collection of 
defaulted loans. 

In February 1988, I became Chief of the Guaranteed Student 
Loan Branch of the Division of Policy and Program Development 
within the Office of Student Financial Assistance. In this 
position, I served as principal policy official for the FFELP and 
worked closely with Debt Collection Management and Assistance 
Service in improving ED's collection of defaulted loans, including 
expanding and improving ED's relationship with its PCA contractors. 

Since leaving ED in 1990, I have worked extensively with FFELP 
lenders, servicers, guarantors, and PCAs on student loan collection 
issues and have had numerous opportunities to see first-hand how 
these various parties pursue the collection of delinquent loans. 
During this period, I have also worked closely with PCAs that have 
contracts with FFELP guarantors and ED and have become very 
familiar with the structure of those contracts and the evolution of 
those contracts over time. 

XI- The FFELP 

To understand FFELP defaulted loan collection procedures, it 
is essential to have a basic understanding of how the FFELP 
operates and, particularly, the extensive level of collection 
activity that defaulted loans undergo prior to being referred to 
PCAs by ED, 
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The FFELP is the largest Federal student aid program in higher 
education, providing over $23 billion in funds to over 6.7 million 
borrowers in 1994 alone. 

Under the FFELP, private lenders make loans to eligible 
students attending postsecondary institutions. These loans are 
guaranteed up to 98 percent by state or private nonprofit guaranty 
agencies, (Currently, there are approximately 47 guarantors 
throughout the country.) In turn, the guarantors are reinsured for 
up to 98 percent of the loan's balance by ED. 

A flow chart illustrating the collection efforts that are 
undertaken on a delinquent FFELP loan is attached as Appendix A. 
As the chart illustrates, before a borrower defaults (defined as 
the failure of the borrower to make a payment on a loan within 180 
days of its due date) and the lender files a claim with the 
guarantor for reimbursement, the lender must attempt to collect the 
loan for at least 180 days and must engage in at least the minimum 
collection efforts set forth in ED regulations. In addition, it 
must notify the guarantor of the delinquency. The guarantor then 
attempts to collect the loan at the same time the lender is doing 
so, in a process known as "pre-claims assistance". If all of these 
efforts fail, the lender may file a claim with the guarantor. 

Upon paying the claim, the guarantor becomes the holder of the 
loan. The guarantor then commences 225 days or more of further 
collection action on the loan, culminating in litigation (or 
administrative wage garnishment) against the debtor if the debtor 
has sufficient assets or income. Also during this period, any 
Federal tax refund the debtor might be due is intercepted and 
applied to the debt. 

FFELP guarantors have been quite proficient in their post- 
default collection efforts, collecting over $2.2 billion in the 
last two (2) years, excluding amounts collected by tax refund 
offset. It is interesting to note that, with one exception, every 
guarantor contracts with private collection agencies (PCAs) to 
perform post-default collection activities. 

Despite the collective efforts of the lender, the guarantor, 
and the guarantor's PCAs, some student loans remain uncollected. 
ED has the authority under the FFELP statute to require a guarantor 
to assign defaulted loans to ED. Accordingly, ED requires 
guarantors to assign various categories of defaulted loans on which 
the guarantor aiifl lender have been unsuccessful in collection and' 
on which litigation and/or administrative wage garnishment is not 
deemed to be appropriate. ED thereupon sends letters to the 
debtors in an effort to collect the debt. If these efforts fail, 
ED then places the debt with a PCA under contract with ED. 

Thus, before a PCA under contract with ED gets a chance to 
collect a defaulted student loan^ that loan has been deemed to be 
inappropriate for litigation or administrative wage garnishment, 
and has been through more than a year of exhaustive collection 
efforts by the lender, the guarantor, one or more PCAs under 
contract with the guarantor, and ED. 

III. Department of Education 
Experience with PCAs 

ED entered into its first contract with a PCA in 1979. ED's 
contract approach has undergone significant changes since then, 
resulting in steady improvement in the performance of contractors 
and the increased efficiency in ED's use of its resources to 
administer the contracts. PCAs collected more than $650 million on 
defaulted student loans for ED in the last two years alone. 
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A. Contract Structure 

Currently, E0 is about to request proposals for a new series 
of contracts with 10-12 PCAs. The PCAs will compete head-to-head, 
with the top performers receiving substantial bonuses above the 
contractual commission percentage. As with the current contracts, 
contractor performance bonuses will be based on collections (net of 
fees) , quality of litigation preparation and administrative 
resolution activities, and compliance with laws governing debtor 
rights and collection practices. 

ED pays the PCAs from the amounts collected, as permitted by 
the Debt Collection Act. No appropriations are needed. 

B, Collection Success Rate of PCAs 

As noted above, PCAs receive loans from ED only after 
exhaustive collection efforts have been attempted by lenders, 
guarantors (including their PCAs), and ED. Moreover, none of these 
accounts are appropriate candidates for litigation due to the fact 
that the borrower is either unlocateable or does not appear to have 
sufficient assets or income to justify the cost of litigation. 
ED'S PCA contractors are nevertheless recovering over 19.6 percent 
of the account balances referred to them. And that is after 
deduction of their fees. 

C. PCA Activities Under the ED Contract 

Under the ED contract, PCAs perform skip-tracing (attempting 
to locate delinquent borrowers) and telephone collection activities 
on referred accounts. They do not make personal visits, receive 
payments, resolve disputes, or sue defaulters. 

The telephone collection efforts of ED's PCAs are designed to 
elicit information indicating whether or not the debtor has the 
Income or assets to make payments on the debt, assist the debtor in 
understanding the options for resolving the default, and explain 
the consequences of the debtor's failing to do so. Since these 

are, after all, telephone calls, any effort to harass or bully the 
debtor (in addition to being illegal and a violation of the 
contract) is likely to result in the debtor hanging up and refusing 
to cooperate further. Thus, the most common technique employs the 
so-called "indifferent" approach, with the collector reading (often 
in a flat monotone) from a prepared script. At the first sign of 
a willingness to cooperate from the debtor, the collector offers to 
assist the debtor in understanding and selecting the best option 
for resolving the debt. Because of the collector's training and 
expertise, he or she is often able to obtain cooperation from the 
debtor where others have failed. Thus, the stereotype of "Bruno 
from New Jersey" bears no resemblance to the actual telephone 
collection techniques used by PCAs on defaulted student loans. 

PCAs are successful because they employ state-of-the-art 
credit-scoring techniques to identify the most collectible accounts 
and are able to access sources of borrower and asset location 
information that are often unavailable to lenders, guarantors, and 
ED. However, probably the most important element in a PCA's 
ability to collect a student loan where others have failed stems 
from its ability to provide substantial performance incentives to 
individual collectors. These incentives help collectors maintain 
their enthusiasm in the face of what can often be an extremely 
unpleasant job. After all, most student loan defaulters are not 
happy about being contacted for collection of their debt by anyone . 
They are usually uncooperative, and often abusive with whoever 
performs that function. By providing a system of performance 
incentives that no government agency can match, PCAs have succeeded 
where lenders, guarantors, and ED have failed. 
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D. Frequency of Borrower Complaints 

PCAs working for ED generate an extraordinarily low volume of 
debtor complaints, the vast majority of which are baseless. In 
fact, ED receives less than one complaint for every 50,000 contacts 
with debtors by its PCAs. 


E. Debtor Privacy 

Debtor privacy is a critical concern in the student loan 
program due to the extensive personal financial information that an 
applicant must provide to ED to get a loan in the first place. PCAs 
have posed no problems for ED in this area. 

In order to qualify for an FFELP loan, a student must first 
fill out the "Free Application for Federal Student Assistance", or 
"FAFSA". A copy of this form is attached to my testimony as 
Appendix B. ED uses the information on this form to determine the 
student's eligibility for Federal aid, including FFELP loans. 

The FAFSA requires the applicant to submit extensive 
information regarding educational plans and student status. In 
addition, and of particular relevance here, the FAFSA requires the 
applicant to provide ED with detailed financial information taken 
directly from the student's and his/her parents' tax returns, as 
well as detailed information concerning the student's and parents' 
assets. Thus, the confidential financial information an individual 
must provide to ED in order to receive an FFELP loan often exceeds 
the information provided to the IRS on a taxpayer's Form 1040. 

Yet, ED'S PCAs have never disclosed any of this information to 
third parties. This is simply because they are never provided 
access to that information. The fact is that a PCA does not need 
this information to do its job. ED's PCAs are only provided with 
the information necessary to assist them in locating and contacting 
the debtor regarding the debt, such as debtor address and telephone 
number, employer name, employer address and telephone number, and 
the amount of the debt. 

F. Regulatory incentives for Use, 
of PCAs bv Guarantors 

ED's belief in the benefits of using PCAs is reflected in the 
requirements it imposes on guarantors. 

The FFELP regulations mandate detailed collection activities 
that a guarantor must follow on a defaulted loan in order for the 
guarantor to be reimbursed for its default claim payments by ED. 
However, if a guarantor uses PCAs in a "competitive environment" 
that rewards the best performers, the regulations relieve the 
guarantor of significant portions of those requirements and allow 
the PCAs to collect as they see fit. This is because, quite 
simply, ED believes that a guarantor that uses multiple competing 
PCAs has, by that step alone, ensured that the defaulted loans held 
by the guarantor will be collected in an efficient and effective 
manner. 


IV. Analysis of IRS Accounts Receivable 
Dollar Inventory (ARDI) 

In order to assess the relevance of ED's experience with PCAs 
to the IRS, I have consulted a number of experts on IRS collection 
matters, including IRS experts at Coopers & Lybrand. This analysis 
indicates that several segments of the ARDI bear a close 
resemblance to the student loan accounts that PCAs have 
successfully collected. 
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Based on recent data provided by the IRS to the Siobconmittee 
on Government Management, Information & Technology of the House 
Government Reform & Oversight Committee, several large blocks of 
accounts in the ARDI, together totalling more than $40 billion, 
appear to be excellent candidates for referral to PCAs. These 
categories are as follows: 

1. Deferred Accounts (approximatelv SI. 8 billion 
according to the IRS) — These accounts are below the 
IRS dollar threshold for further active collection 
efforts, but are probably very collectible. For example, 
the State of Illinois has reported that, when it referred 
similar ’’older-year" state income tax receivables to 
PCAs, approximately 30 percent of the debt was collected. 

2. Accounts in the Queue for More than Ninety f90^ Dava 
(amount presently unknown# probably exceeds SS billion^ 

— These accounts have received a low "RMS score" by the 
IRS, indicating that IRS believes they should not receive 
priority for referral to revenue officers. 

3. ^Currently Not Collectible” (CNO Accounts So 
Classified Due to IR8^ Inability to Locate or Contact the 
Debtor or the Debtor ^s Lack of Known Assets or Income 
(aoproximatelv S3S billion according to the IRS^ — These 
accounts have been determined to be "currently not 
collectible" by the IRS. 

These categories of accounts in the ARDZ are at least as 
collectible, and probeUsly more collectible, than the student loan 
accounts that PCAs collect for ED on a daily basis. This is true 
for several reasons: 

a. Source of the debt . It is important to remember that the 
FFELP is designed to induce lenders to make loans to disadvantaged 
students who could not otherwise receive credit, so that those 
students can obtain a postsecondary education. By definition, 
these borrowers have little or no assets or present income, only 
the hope of future income. Moreover, according to the latest ED 
data, 56 percent of the loans being collected by PCAs under 
contract with ED were made to borrowers who attended for-profit 
trade or technical schools. Many (if not roost) of those defaulters 
failed to complete even that level of training. Thus, the income 
prospects of the typical student loan defaulter are usually quite 
modest, not at all the "deadbeat doctor" paradigm that is sometimes 
portrayed in the media. 

In contrast, the taxpayers who owe the amounts to the IRS 
indicated above at one time had income significant enough to 
generate the tax liabilities that now remain uncollected. 

b. Prior collection efforts . As noted above, PCAs only 
receive referrals from ED of accounts that have already been the 
subject of exhaustive collection efforts for over a year and have 
been deemed to be inappropriate candidates for administrative wage 
garnishment or litigation. This level of prior effort greatly 
exceeds the effort expended by the IRS on most of the ARDI accounts 
described above. 

c. Debtor resources . Even ARDI accounts that the IRS has 
determined cannot be collected because the debtor lacks assets or 
income are assigned to that status only based on assets or income 
that the IRS knows about. Obviously, the hundreds of billions of 
dollars of income generated annually in the so-called "Underground 
Economy" are not taken into account. Further, a debt can remain in 
inactive status for as long as three (3) years even after the 
government receives information indicating that the debtor has 
acquired assets or income that could be used to pay the debt. 
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V, ED* a Use of PGAs — 

Lessons for Federal Tax Collection 

The Department of Education's experience with PCAs described 
above teaches us several lessons about what results could be 
expected if PCAs were given a prominent role in the collection of 
those portions of the ARDI described above under contracts similar 
to that used by ED. A s umm ary of these points is attached to my 
testimony as Appendix C for your reference. 

Specifically, ED's experience shows that, if IRS issued 
contracts similar to ED's allowing PCAs to collect delinquent 
federal tax debt not now being worked by the IRS, the following 
would result: 

1. Billions of dollars in new revenue. PCAs are 
netting back to the government more than 19.6 percent of 
the student loan debt referred to them, even though, as 
discussed above, those accounts are harder to collect 
than many of the receivables IRS has given up on. 

2. Taxpayer privacy would be fully protected. As 

noted, ED receives more confidential financial 
information from student loan applicants than the IRS 
receives from many taxpayers, yet there has never been 
an unauthorized disclosure of that information by a PCA 
collecting student loans. This is simply because the 
PCAs are not given access to this information. 

3. Debtor complaints would be extremely rare. ED 

receives less than one complaint for every 50,000 debtor 
contacts by PCAs, and the vast majority of these 
complaints are baseless. Contractual penalties and 
applicable legal requirements effectively deter debtor 
harassment, and a compensation scheme based on dollars 
collected ensures that PCAs concentrate on truly 
collectible accounts. 

4 • Inherently governmental functions would not be 
usurped. ED's contract ensures that inherently 
governmental functions such as receiving payments, 
resolving disputes, and initiating litigation against 
debtors are performed only by government employees. 

5. Ko appropriated funds would be needed to pay the 
PCAs. ED pays PCAs' fees from amounts collected, as 
permitted by the Debt Collection Act. 

It is important to note that ED's positive experience with 
PCAs is far from unique. More than 32 states use PCAs to help 
collect delinquent state tax debt. As with student loans, large 
amounts of new revenue are collected without loss of taxpayer 
privacy, harassment of debtors, or usurpation of inherently 
governmental functions, 

VII. p«<sftiin^a nded Structure of IRS contracts with pqAs 

In order for IRS to duplicate the success ED has enjoyed in 
using PCAs, IRS should adopt the contract structure and 
compensation approach that ED has developed over the past 17 years. 
Instead of “reinventing the wheel", IRS has the opportunity to 
learn from the ED experience. 

The key components of an IRS contract with PCAs would include 
the following: 
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1. Competitive environment. Experience shows that, when 
PCAs are required to compete head-to-head for bonuses and 
additional placements, performance is maximized. 

2. Modified commission compensation structure. A 
commission-based compensation approach is necessary to produce 
excellence in performance and to ensure that the PCAs concentrate 
on the most collectible accounts. In fact, this approach creates 
a strong disincentive for pursuing debtors lacking the means to pay 
the debt. The basic commission should be supplemented by 
substantial bonuses and penalties based on performance, with 
performance measured by net collections, compliance with procedural 
and technical requirements of the contract, and compliance with all 
applicable laws protecting the rights of debtors. 

3. Prohibit access to taxpayer financial information. As 
noted above, it is not necessary for a PCA to have access to a 
debtor’s financial information in order to efficiently collect the 
debt. To do its job, all the PCA needs is “directory information*, 
such as address, telephone number, employer information and type 
and amount of debt. 

4 . Inherently governmental functions should not be 
delegated. As with ED’s contract, IRS's contract should 
specifically enumerate the activities that the PCA may undertake, 
so as to prevent the PCA from performing such inherently 
governmental functions as receiving payments, resolving disputes, 
seizing assets, issuing levies, or initiating litigation against 
debtors. PCAs should be limited to locating debtors and assets and 
engaging in telephone collection efforts. 

In addition, I would recommend that IRS closely examine the 
contracts issued by the many states that have successfully used 
PCAs to help collect state tax debt. 

For its part, Congress needs to insure that the IRS, which has 
recently reversed its long- standing position and now opposes use 
of PCAs, carries out the contract in a good faith effort to 
maximize its effectiveness. As discussed below, the numerous 
deficiencies in the Request for Proposals issued by the IRS on 
March 5th to pilot test the use of PCAs cast some doubt on the 
willingness of the IRS to put forth such an effort. Accordingly, 
the Congress should consider tying IRS appropriations to its 
performance in carrying out PCA contracts and/or assigning the task 
of issuing and administering such contracts to the Financial 
Management Service (FMS) within the Department of Treasury. Unlike 
the IRS, the FMS is enthusiastic about the use of PCAs and has 
carefully studied the ED approach in an effort to improve the 
collection of other non-tax debt owed the Federal government. 

VIII. IRS Request for Proposals to 
Pilot Test the Use of PCAs 


I have closely examined the March 5, 1996 Request for 
Proposals (RFP) issued by the IRS to pilot test the use of PCAs to 
collect delinquent tax debt, and have compared it to the contract 
terms and structure of the ED contract with PCAs. My analysis 
indicates that the IRS RFP is unlikely to produce useful 
information regarding use of PCAs. The IRS RFP omits important 
categories of accounts in the ARDI from the test, prevents the PCAs 
from doing a good job by withholding critical information (such as 
the telephone number of the debtor) , creates an unworkable system 
of on-line telephone call transfers, imposes extremely onerous up- 
front expenses on contractors, and employs a compensation approach 
that is likely to discourage diligent collection efforts by the 
contractors. The specific problems I see with the RFP are 
described more fully in the Critique attached as Appendix D to my 
testimony . 
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Although it is my understanding that IRS conferred with ED in 
the development of its RFP, the RFP makes many of the same mistakes 
that ED made, and learned from, years ago. Clearly, IRS could have 
made better use of ED's expertise in drafting the RFP. 

CONCLUSION 


PCAs have been used successfully by the Department of 
Education, dozens of states, and over 1 million private creditors 
for many years. With over $200 billion in delinquent federal tax 
debt now outstanding, the question is — why not the IRS? 

Thank you very much for the opportunity to appear before you 
today. I would be happy to answer any questions you may have. 
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Chairman JOHNSON. Thank you very much, panel, for your com- 
ments. 

Mr. Cardin. 

Mr. Cardin. Thank you. Madam Chairman. 

First, let me thank all three of you for your testimony. Mr. 
Moskowitz, I could not a^ee with you more, that the classification 
of debt is the first step in tr3dng to collect debt. That some debt 
just is not worth going after. The commercial enterprises can write 
off debt. IRS does not write off debt unless it meets certain stand- 
ards, that are certainly not commercial standards. 

So we have an immediate problem in that we tend to group into 
our accounts receivable for debt certain items I think the private 
sector would not so generously list as, realistically, receivables. 

The student loan analogy goes a certain way. I mean, clearly, 
there has been success in private collection agencies with student 
loans. 

But the Internal Revenue Code is much more complicated. We 
are trying to deal with the complications of the Internal Revenue 
Code in this Subcommittee in looking at alternative tax structures 
to the current way that we collect revenues. 

The Internal Revenue Service is not only instructed to collect 
revenues, but to make sure that there is compliance with the Code. 
And there are certain parts, and relief that a taxpayer can receive, 
that is not analogous to the private sector. 

When you get from a commercial enterprise a debt to collect, 
your responsibility is to collect that debt, whereas, the Internal 
Revenue Service’s responsibility is not only to collect the debt, but 
to make sure there is compliance with the Code. 

So no matter how many requests I get to my office about tax- 
payers who are having a concern with the IRS on collection, and 
their concern that the Code has not been complied with, I guess my 
question would be. How would you proceed if you just get the basic 
information — the name, address, telephone number, employment, 
and the taxpayer you are able to reach says, ‘Well, I had a con- 
versation with the IRS,” or “I believe that I do not owe them money 
under IRS rules because here is my income, here is this,” and 
starts to go through some of the specifics. How do you deal with 
that if you are going to stay pure to not getting the information 
that would be on a tax return? 

Mr. Moskowitz. That is a very good question, Mr. Cardin, and 
it is a question — and my friends who deal with some of the most 
complex health care programs, for example, I am convinced that 
the Student Loan Program is at least as complicated, if not more 
so than, say. Medicare or Medicaid. 

Do not underestimate the complexity of the Student Loan Pro- 
gram, and by the same token, of course, I would not want to gain- 
say the complexity of the Internal Revenue Code. 

Mr. Cardin. Yes. Do not underestimate the complexity of the IRS 
Code. 

Mr. Moskowitz. I do not think it is possible to overestimate it. 
Having said that, the Student Loan Program involves a great deal 
of variety in the kinds of relief borrowers cam get, and a lot of is- 
sues about eligibility and educational costs that we simply, just as 
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with the Internal Revenue Code, we do not want private collectors 
making those kinds of decisions, resolving those kinds of disputes. 

It seems to me the inherently governmental function we are now 
talking about is the resolution of a tax dispute, and just as with 
the resolution of the amount of a debt in the Student Loan Pro- 
gram, as soon as a dispute becomes apparent in the Student Loan 
Program, that debt is pulled from the private collection agency and 
is sent back to the Department of Education with the people with 
the expertise to resolve those questions. That is the way I believe 
the IRS should proceed on its contracts as well, and I believe it 
does in the RFP. 

I have said some bad things about the RFP. I do believe it is 
flawed in numerous critical respects, but on this point I think it 
does the right thing, which is if a dispute is raised % the taxpayer, 
the account is pulled, it goes to the IRS who makes the call on the 
tax issue. 

Mr. Cardin. I would point out there are very few people who owe 
money who will not raise some excuse for not paying or some jus- 
tification for not paying, and you need to have some degree of sub- 
jectivity in determining when it is a real dispute over the underly- 
ing debt and when it is just an excuse to try to avoid payment. 

So there has got to be some subjectivity in these determinations, 
and I guess that is the concern many of us have when you are deal- 
ing with IRS debt. 

Mr. Prins. Mr. Cardin, if I could answer that. 

Under the pilot program, once the situation that you have sug- 
gested arises, the collector has to, at that point, turn the taxpayer 
or the tax delinquent, if you will, over to an IRS official. There is 
a transfer of the phone call from the collector to IRS officials in 
their field office, who goes through those problems and works it 
out. 

Let me also suggest one of the problems with that is if we locate 
the taxpayer, someone who has been missing for years, and the 
taxpayer refuses to talk to the IRS, but we give them the name, 
the address and the phone number, but the gentleman or the per- 
son will not talk to IRS, we do not get paid a dime for that. 

So there is no incentive for us to argue with taxpayers. 

Mr. Cardin. Thank you all. 

Chairman Johnson. I was very interested, Mr. Prins, in your 
written statement, and I did not catch this in your oral statement. 
But there was very clear direction from the Congress that the pro- 
gram to pilot privatization of debt collection include a reasonable 
sampling of collectible debts. 

In your testimony, you say that — I think it was 91 percent are 
over 6 years old. 

Mr. Prins. Ninety-one percent of all of the debts are over 3 years 
old in the business category, and 51 percent are over 6 years old. 
Only 3 percent of all the debts in the pilot program are under 1 
year old. 

Chairman JOHNSON. That is extremely distressing, because in 
the end, this is not about 6-year old debts. This is not about 3-year- 
old debts. 

What we are trying to do is see if you collect debts promptly, if, 
after the first round of effort fails, and you move into a different 
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system immediately, then are you going to prevent the 3*year and 
6-year problems from developing. 

So it would be more realistic to have no problems that were more 
than 3 years old than the opposite. But that is very distressing, 
that such a high number are old. 

Mr. Lane, did you want to comment? 

Mr, Lane. I tlunk the reason that it is structured that way, from 
my understanding of the RFP, is that what IRS wanted to see was 
if these commercial collection agencies had the ability to either ini- 
tiate contact with a taxpayer they were not able to locate, so there- 
fore the case had been in what is called the queue, or the deferred 
work that they mentioned earlier. 

So that is one of the reasons you get this stuff so old. By the time 
you go through the IRS notice process, it is 18 months. 

Chairman JOHNSON. As I made clear earlier in the hearing, I am 
very interested in a far more aggressive effort to collect from that 
category where location is an issue, where communication is an 
issue. 

But a pilot program should not direct itself to that uniquely dif- 
ficult collection group, especially when below a certain threshold no 
center in America is going after delinquent taxpayers who may be 
1 year, 6 months, IV 2 years behind with small amounts. 

Mr. Lane. The problem I have with this — and I ran out of time, 
but if I could bring it out in this question — the way the RFP is 
structured — and that is the problem we have, primarily, is with the 
production quota environment. 

If you gave brandnew cases to these collection agencies, under 
the terms of the program, if they got a full pay, they would get 
eight times what they contracted for on that case. 

Now let us say you had a $500 delinquency, and they paid $50 
a case to get it. IRS would be paying them $400 to collect that 
$500. 

At the same point, if they had a two 

Chairman JOHNSON. I do not follow that. Why would they not get 
$50? 

Mr. Lane. Because there is a graduated bonus structure in here 
based on the disposition of the case. This is what our big complaint 
is about. Let us say the collection agency bids IRS, they will pay 
$50 for each case, for the right to work that case. 

Under this proposal — it is spelled out in the RFP — if the collec- 
tion agency gets a full pay on that, in other words, the taxpayer 
sends them a check, the IRS will pay a bonus of eight times the 
$50 to the collection agency. 

Now you literally have a situation where if they collected $300, 
they would get paid $400 by IRS. You literally could have IRS los- 
ing money in this for every full pay. 

Chairman JOHNSON. Well, we will look back more carefully on 
the RFP, because a number of issues have been raised about it 
here today. But I would hope that the enrolled agents would work 
with us on what kind of private sector program we ought to have. 

Mr. Lane. We gave the Subcommitt^ five suggestions, where 
they could utilize law firms and public payroll services. Five sepa- 
rate suggestions where you could take the same $13 million, put 
it in an environment where you did not address the concerns we 
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have about the violation of taxpayer rights and undefended people 
dealing with these commercial collection agencies. 

Chairman Johnson. Thank you very much. 

Mr. Lane. Thank you. 

Chairman JOHNSON. We certainly are committed to protection of 
taxpayers. I have been very interested at the small amount of in- 
formation that collection agencies need to do their job, and this has 
been a very fruitful hearing for us. 

I thank you very much for your participation. 

Mr. Lane. Thank you for your invitation. 

Chairman Johnson. The hearing will conclude. 

[Whereupon, at 12:47 p.m., the hearing was adjourned.] 

[Submissions for the record follow;] 
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WRITTEN STATEMENT OF THOMAS A. SCHATZ, 

PRESIDENT, CITIZENS AGAINST GOVERNMENT WASTE 

BEFORE THE 

COMMITTEE ON WAYS AND MEANS, 

SUBCOMMITTEE ON OVERSIGHT 

UNITED STATES HOUSE OF REPRESENTATIVES 

APRIL 25, 1996 

Madame Chair, as President of Citizens Against Government Waste. I appreciate the opportunity 
to offer this testimony concerning the problem of uncollected delinquent tax debt. Our concern 
about this issue corresponds with our ongoing effort to expose what we consider to be examples 
of waste of the taxpayers' money. 

( am deeply concerned about the $200 billion in delinquent federal taxes currently outstanding 
and I call on this committee to consider a new a^^roach to this serious problem. Unrecovered 
revenue represents billions of dollars which could be used for deficit reduction, tax relief, or 
other important public investments. 

Despite the efforts of the (RS, this boondoggle is gening steadily worse. The IRS's inability to 
control Che growing gap between what is owed and what is actually collected each year is 
evidenced by the dramatic $29 billion jump in IRS accounts receivable since just last year alone. 
This drain on the federal treasury is forcing honest taxpayers to pick up the tab for deadbeats and 
it must be stopped. 

I strongly urge the committee to give serious and swift consideration to using all reasonable, 
effective tools to combat this growing deficiency. There is no good reason the IRS should not 
turn some of the responsibility for collecting these overdue accounts to the private sector. The 
successful use of private collection agencies by thirty-nine states and numerous federal entities, 
including the Department of Education, proves that private collection works. 

As this committee grapples with how to stem this drain on the federal treasury, the private sector 
should be considered as part of an overall strategy. Taxpayers deserve a frontal assault on this 
problem. They will not understand why a solution with a proven track record of success -- one 
that costs them nothing -- is not at least given a try. 


l.iOl ( 'onn.ci ticut Avomn-. N’W • Suito400 • Washington, DC 20036 • 202-467-5300 



175 


iraiTTBH BTXTBttKT OT 
THE FAIR SHARB COXLITIOll 

The Fair Share Coalition was established In January 1996 to 
support legislation requiring the IRS to use private collection 
agencies (PCAs) In the collection of delinquent federal tax debt. 
It is comprised of four PCAs with extensive experience in 
collecting government receivables. With over $200 billion In 
delinquent accounts receivables owed the IRS, this step is long 
overdue and is necessary to ensure that all taxpayers pay their 
"fair share." Below Is a discussion of some of the Issues that 
surround this proposal. 


I. BH0ULDM*T COMORBSS WAIT OMTIL ATTBR THE RBSPLTB 
OF THE IRfl DBIIOHSTRATIOM PILOT ARB III 
BBTORB PROCEBDIKO FORTHBlt WITH THIB IDBA ? 

No. This idea has already been thoroughly tested with 
extremely positive results at the state level by 39 state tax 
authorities, at the federal level by most federal credit agencies, 
and In the private sector by over one million businesses. 

Secondly, waiting 2 1/2 years will cost the taxpayers large 
amounts of revenue that will never be recovered. 

Finally, after careful review of the Request for Proposals 
(RFP) issued by the IRS on March 5, 1996, it Is our opinion that, 
unless substantial modifications are made In the approach the IRS 
has proposed, the Pilot will produce little if any helpful 
Information regarding the ability of PCAs to help collect 
delinquent tax debt. 

Some of the significant problems with the RFP include the 
following; 


1. Omission of deferred accounts; 

2. Omission of CNC cases so classified based on the debtor's 
lack of known assets/ income; 

3. Critical location information such as debtor's phone 
number, and employer address and phone number will not be 
provided to PCAs by the IRS; 

4. PCAs will not be given asset location authority; 

5. Enormous start-up costs are involved; 

6. The requirement that PCAs have an IRS representative on 
site at all times while carrying out their duties under 
the contract will greatly impede productivity due to 
restricted working hours of IRS staff; 
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7 . PCAs must pay IRS a $300 investigation fee for each 
employee working on cases referred by the IRS; and 

8. A counter-productive compensation structure. 


II. AREH^T THB COLLBCTIOll ACTITITIEa COMTMIPLATBD 
BY THIS LEOISIATIOE "IlimiaWTLT 
OOVERIIMEIITAL" IM BATDRE AMP THBB SHOOLD 
OHLY BE BEREOimED BY OOVEEIIMEIIT 
EMPLOYEES ? 

No. The collection activities that would be authorized under 
this legislation Include merely locating debtors, conducting credit 
checks, mailing collection notices, and making collection calls. 
The Office of Management and Budget (0MB) has specifically 
confirmed that these activities are not "inherently governmental" 
in nature and are appropriate subjects for contracting out by the 
IRS. 


The legislation would not authorize PCAs to receive funds, 
compromise debts, sue debtors, seize property, or levy against 
assets. Because these activities are considered "inherently 
governmental" by OHB, the power to perform these activities will 
remain solely with IRS collections staff. 


III. W0PLDM>T THIS LEOISLATIOM LEAP TO BREACHES 
OP TAXPAYER PRIVACY ? 

No, Under the legislation, PCAs would not have access to 
entire individual tax return information. The only Information 
that would be disclosed to PCAs by the IRS is the debtor's name, 
address, telephone and social security numbers; the employer's 
name, address and telephone number; and the type and amount of the 
debt owed. 

In addition, to date, in the millions of collections that PCAs 
have undertaken for debts owed the U.S. Department of Education, 
there has been no documented case of breach of privacy. 


IT. WHAT TYPE OP TEE ARRAMaEMEMT WOULD 
THEBE COHTRACTORE BE 
COMPEHBATED PMPER ? 

Under the Horn proposal (H.R. 2234) , PCAs would be compensated 
on a modified contingency fee basis f i.e. PCAs would keep a 
percentage of the proceeds they collect) . 

Although the Taxpayers' Bill of Rights (TBOR) prohibits the 
evaluation of IRS employees on the basis of their performance, the 


177 


Debt Collection Act of 1982 specifically authorizes contingency fee 
arrangements for government contractors. Over the years, the 
Department of Education has thoroughly reviewed the issue of 
compensation arrangements with its contractors and has found that 
the contingency fee arrangement produces the best results. In 
addition to providing adequate incentive to the PCAs under the 
contract, the contingency fee arrangement la appealing because PCAs 
would be paid directly out of the proceeds they collect, 
eliminating the need for any Congressional appropriation. 

Under the Horn proposal, the IRS contracts would be modeled 
after the Education Department contracts. Specifically, the base 
compensation for the contractors would be calculated as a 
percentage of account dollars collected or included in repayment 
schedules agreed to by debtors. Also, as with ED, a competitive 
environment would be structured that would reward productive 
contractors who comply with the law and do not generate debtor 
complaints, and penalize unproductive and noncompliant ones. 


V. WOUIDM'T THIS LBQI8IATIOH TACT JOBS AWAY 
PROM PBDBRAL WORKBM ? 

No. Under this legislation, only tax debt not actively being 
pursued by the IRS would be referred to PCAs, so no IRS employees 
would be displaced. This legislation would simply complement the 
work of IRS collections staff by doing a job that is now being 
ignored . 


VI. WODLDM'T TAX DOLLARS BK BETTER 
SPBMT HIRIKO MORE IRg 
COLLBCTIQMB BTAPP THAW BY 
CONTRACTING WITH THB 
PBmTB ggCTOB? 

No. PCAs collect roughly $5 for every $1 spent for the 
Department of Education. In contrast, Robert Tobias, head of the 
National Treasury Employees Union (NTEU) , stated at a September 
1995 House Subcommittee hearing that IRS employees collect only $3 
for every $1 spent. Furthermore, the IRS lacks the overall 
resources necessary to do an adequate job of collecting taxes and 
is far from acquiring technological advancements already being used 
by private collectors. 
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STATEMENT OF ROBERT M. TOBIAS 
NATIONAL PRESIDENT 
NATIONAL TREASURY EMPLOYEES UNION 


The National Treasury Employees Union, (NTEU), is the exclusive representative of 
over 150,000 federal government employees, including all of the eligible employees of the 
Internal Revenue Service. On behalf of the men and women who collect the revenue for 
the Federal Government, I welcome this opportunity to submit written comments to the 
members of the Subcommittee on Oversight, Committee on Ways and Means, regarding 
tax debt collection issues. 

NTEU shares the concern of the members of this Subcommittee that money owed 
to the Federal Government must be collected and used to reduce the federal deficit. We 
strongly believe, and our members have demonstrated, that the Internal Revenue Service 
can make a major contribution toward balancing the federal budget by 2002 If given the 
necessary resources on a consistent basis. As an example, in FY 1995, the IRS received 
the first year of funding for what had been a five (5) year plan to Improve compliance and 
reduce the federal deficit The FY 1995 accomplishments were impressive. The IRS 
closed an additional 676,000 examinations, audit coverage increased from 1.08 percent 
to 1.63 percent, and the IRS collected an additional $803 million directly attributable to 
this compliance initiative. Clearly, the collection of tax liabilities during the first year of this 
five year initiative far exceeded the $331 million that was originally projected. The IRS 
was well on its way to collecting the estimated $9.2 billion in additional revenue which 
had been targeted for deficit reduction as a result of this five year tax compliance 
initiative. During the FY 1996 appropriation process, the second year of this compliance 
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initiative was not funded. As a result, the collection of millions of dollars in tax revenues 
was delayed. Such delays significantly increase the difficulty of collecting such liabilities. 

Also during the FY 1996 appropriations process, Congress restricted an additional 
$13 million of the current IRS budget to be used for a pilot program to test the use of 
private law firms and debt collection agencies to assist the Agency in collecting 
delinquent tax debt. IRS issued a request for proposals (RFP) on March 5, 1996. 
Proposals were due on April 12, 1996. As the IRS moves forward with the implementation 
of this private tax debt coilection piiot program, NTEU would like to raise several issues 
that should be considered in assessing the overall success or failure of this pilot program 
and that must be considered prior to a decision being made with regard to the 
continuation of such a controversial policy. 

TAX r.ni I POTION - AN -INHERENTLY GOVERNMENTAL" FUNCTION: 

The Constitution of the United States provides Congress with the power to levy and 
collect taxes. While Congress has retained its Constitutional authority to levy taxes, it has 
delegated its authority to collect taxes to the Secretary of the Treasury. Any serious 
discussion regarding the contracting out of federal tax debt collection to private 
contractors must be preceded by an analysis of the legal issues inherent in such a 
decision. GAO testified before the Subcommittee on Oversight, Committee on Ways and 
Means, on April 25, 1996, that "there is an Office of Management and Budget (OMB) 
policy determination and IRS Office of Chief Counsel guidance that specify that the 
coliection of taxes is an inherently governmental function that must be performed by 
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government employees." OMB defines an inherently governmental function as an activity 
that is "so intimately related to the public interest as to mandate performance by 
Government employees." OMB specifically cites the collection of taxes as an example of 
an inherently governmental function. 

However, while the actual collection of taxes is, in fact, an inherently governmental 
function which cannot be contracted out to private contractors, GAO also stated in its 
testimony that "private collectors could perform collection-related activities such as 
locating taxpayers and attempting to secure promises to pay." 

As a result, the question is not whether private contractors should collect tax deMs, 
but whether private contractors should be used to perform collection-related activities. 
If such a decision is to be seriously considered, it is critically important that both 
economic considerations, e.g., return on investment, and taxpayers' rights and due 
process protections be addressed as intricate components of any future decision. 

Our current federal income tax system is based upon the voluntary compliance of 
individuals and businesses. When a question arises regarding the amount of tax due or 
the legitimacy of an assessment, an inevitable tension arises between a taxpayer's rights, 
including his or her due process rights, and the authority of the government to collect 
taxes owed. 

As an example of this tension, in a recent report entitled, Interrml Revenue Service 
Receivables. 25-28, Report No. GAOIHR-95-6 (1995), the GAO stated that "the IRS may 
be sending the wrong message to its collection employees by such actions as prohibiting 
the evaluation of collection employees based on amounts collected, increasing the use 
of installment agreements, and making additional use of offers in compromise." In other 
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words, GAO raised the question concerning whether IRS collection employees should be 
offered incentives as a means of increasing rates of collection. On the other hand. Public 
Law No. 100-647, the "Taxpayer Bill of Rights (1988) prohibits the IRS from making 
compensation or personnel actions such as performance evaluations based on the 
amount of revenue collected. 

Congress has consistently sought to maintain a "balance" between the rights of 
taxpayers and the collection of taxes in this country. The principal statutes and 
regulations which govern the IRS' collection activities include: 

* The Internal Revenue Code of 1986 

* The Privacy Act of 1974 

* Internal Revenue Code; Sections 6103, 7213, and 7431 

* 18 U.S.C. 641 (Criminal penalties for conversion of 
government records) 

* 15 U.S.C. 1962; Fair Debt Collection Practices Act 

* Taxpayer Bill of Rights (1988); Public Law No. 100-647 

The House of Representatives recently passed an enhanced "Taxpayer Bill of 
Rights" which includes thirty-two items which give taxpayers additional powers in any 
potential dispute with the IRS. Clearly, the fair treatment of taxpayers has been of 
paramount importance to Congress over the years. In order to maintain this "balance" 
between taxpayers' rights and the right of the federal government to collect its accounts 
receivables, the above cited statutes and regulations must also apply to any private 
contractors who may seek to perform tax collection activities on behalf of the federal 
government. 

Private debt collectors have already begun to voice their opposition to some of the 
critical components of this baiance. On Aprii 25, 1996, Mr. Curtis Prins, Legisiative 
Consultant for the American Coliectors Association, testified before the Subcommittee on 
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Oversight, Ways and Means Committee, that the "payment of private coiiectors is an area 
that must be addressed. Under current taw, contingency fees are not attowed. That 
should be changed so that collectors only get paid when they collect." Mr. Saul 
Moskowitz, a partner in the private law firm of Dean Blakey & Moskowitz, and a strong 
advocate for the use of private debt collectors to collect federal tax debt, stated in his 
testimony before the same Subcommittee thsti "probably the most important element in a 
PCA 's [private collection agency's] ability to collect student loans where others have failed 
stems from its ability to provide substantial performance incentives to individual 
collectors." 

Such a change would completely reverse one of the key components of Public Law 
No. 100-647; the Taxpayer Bill of Rights (1988). Ms. Cynthia Beerbower, DeputyAssistant 
Secretary for Tax Policy, U.S. Department of the Treasury stated that “the Administration 
believes that compensation for any private debt collection initiative should be subject to 
the same constraints as are imposed on the IRS. If such a contingent compensation 
arrangement is not allowable for our own employees, over whom we have [direct] 
supervisory control, why would we permit it for private contractors for whom the rights of 
citizens may not be the highest priority?" 

Debt collection "production quotas" and contingency fees are also a major concern 
among members of the National Association of Enrolled Agents. Mr. Joseph Lane, an 
Enrolled Agent, stated on behalf of the National Association of Enrolled Agents, that "a 
major concern of NAEA members is the negative impact on taxpayers derived from turning 
over their cases to an industry noted for its heavy emphasis on production quotas." He 
went on to cite as an example a private debt collection company in Texas which keeps 
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a leather txjmber jacket in a glass case in its lobby that gets awarded every month to the 
collection "Ace" who collects the most money per month. Mr. Lane then raised the 
question, "Is this really what we want to be broadcasting to taxpayers?" 

Finally, the issue of taxpayer privacy must not be underestimated in its importance 
to individual taxpayers. Taxpayer privacy and the privacy of taxpayer information must be 
seriously considered as an important component of any decision to contract out the 
collection of tax debt in this country. A recent survey conducted by Anderson Consulting 
revealed that 59% of Americans oppose state tax agencies contracting with private 
companies to administer and collect taxes while only 35% favor such a proposal." 

It is unclear to what extent private contractors value or understand the critical 
importance of a taxpayer's right to privacy. In both its oral and written testimony before 
the Subcommittee on Oversight, Committee on Ways and Means, the American Collectors 
Association, either underestimated, or intentionally attempted to downplay the critical 
importance of taxpayer privacy. Again, Mr. Curtis Prins, Legislative Consultant for ACA 
stated that, "one of the common misunderstandings about collection work, particularly if 
it is for the IPS, deals with privacy. Collectors don’t want tax records. They simply warn 
names, addresses, telephone numbers, amounts owed and employment information, if 
possible." In an oral statement submitted to the Subcommittee, Mr. Prins stated that "there 
has been unfounded fear that collectors will have access to tax records. That is not the 
case, nor is it the case when collectors work for state or local governments or even 
commercial concerns. The collector will be given the name of the individual or company 
that owes taxes and the amount, an address, phone number, if available, and place of 
employment. We won't get, and do not want, tax files or any other unimportant personal 
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information about a taxpayer." Nowhere in his written or oral testimony did Mr. Prins 
substantively address the issue of taxpayer privacy or the responsibilities of private 
collection agencies under the Privacy Act of 1974. ') Today, taxpayers expect that all of 
the all of the information that is provided to the Internal Revenue Service will be kept 
confidential, especially income and salary levels, taxes paid, and the amount of tax due. 

In defense of private debt collectors' access to confidential taxpayer information, 
Mr. Saul Moskowitz, a private attorney who cites his more than fifteen years of experience 
with the Department of Education's Student Loan program, both as an attorney for the 
Department of Education and currently in private practice, stated that the confidential 
financial information an individual must provide to ED [the Dept, of Education] in order to 
receive an FFELP loan often exceeds the information provided to the IRS on a taxpayer's 
Form 1040." Mr. Moskowitz apparently fails to make tee significant distinction between 
information teat is voluntarily provided as part of a student loan application and 
information teat is mandated by the federal government as part of a federal tax return. 
While such a statement may be true, it completely ignores the temts under which such 
information is provided. 


^.) It is also of interest to note that in both statements 
before this Subcommittee, the American Collectors Association 
referenced their interest in receiving employment information. This 
is not information that is to be provided to private contractors 
under the current IRS Request for Proposals, nor is it information 
that is commonly provided to private tax debt collectors by states. 
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THE -UNIQUE' NATURE OF IRS ACCOUNTS RECEIVABLES: 

Federal tax liabilities, including penalties and interest, are commonly refened to as 
"accounts receivables." The level of volun^ry compliance with tax laws in the United 
States has remained relatively constant for the past decade. In 1 995 voluntary compliance 
stood at 86%. The IRS has been working to develop a business plan to increase 
voluntary compliance levels to 90% by the end of the current decade. As Congress 
continues to focus increasing attention on efforts to balance the federal budget and 
decrease the deficit, the IRS accounts rece'tvable inventory has come under increasingly 
greater scrutiny as a potential source of revenue which could be used for this purpose. 

At the conclusion of FY '95, IRS’ gross accounts receivable inventory totaled 
approximately $200 billion. Of this total, $143 billion represented taxes due to the IRS. 
The remaining $57 billion consisted of accrued interest and penalties. 

The IRS further divides its accounts receivable inventory into two primary 
categories: Currently Not Collectible (CNC), and Active Accounts Receivable (AAC). At 
ffte end of FY '95, $87.4 billion was classified as CNC. Approximately 85% of this $87.4 
billion was owed by defunct corporations, bankrupt taxpayers, deceased taxpayers, or 
taxpayers that have been determined to have significant hardships. A small percentage 
of the CNC inventory consisted of taxpayers that the IRS has been unable to locate or 
contact 

On the otiier hand, at the end of FY '95, $88.8 billion was classified by the IRS as 
"Active Accounts Receivables." Of this amount, $36.6 billion had been assigned for 
enforcement action; $19.1 billion was awaiting adjudication by the courts or acceptance 
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of an offer in compromise; $1 1 . 7 billion is currently being collected through the notice 
process; $11.2 billion is being collected through installment agreements; and $1.6 billion 
represents lower value cases that will be collected through systemic monitoring such as 
refund offsets and yearly notices to taxpayers. 

When the American Collectors Association (ACA) argues its case, it is quick to 
point to the IRS’ alleged $200 billion in accounts receivables as justification for its 
involvement in the collection of federal tax debt. What ACA fails to point out is that in the 
private sector approximately 80% of this alleged $200 billion would have been written off 
as "uncollectible" long ago. 

In addition, the majority of the accounts which currently make up the IRS accounts 
receivable inventory do not appear "to fit Ore profile" of Oie types of cases that private 
collectors want to contract with the IRS to collect Mr. Philip Rosenthal, Chairman of the 
American Collectors Association's Nation^ Legislative Council stated Orat “the [IRS] test 
program is made up of collection cases which ate anything but the type that would fit the 
profile of a private sector collection agency. Of the cases in the business queue that are 
currently being offered under contract to private colleckrrs as part of the IRS pilot 
program, 91% are over three years old and 52% are greater than six years old. In the 
individual queue, 77% are more than three years old and 28% ate greater than six years 
old. In every category, cases less than one year old represent the smallest percentages." 
Aldiough Mr. Rosenthal may be correct in his statement that such cases are anything but 
typical of the types of cases that fit the profile of private sector collection agencies, these 
are typical profiles of the types of cases ttrat are currently in the IRS accounts receivable 
inventory that has generated so much interest from private sector collection agencies. 
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It may be that by their own admission, private coiiection agencies are not weii suited to 
coiiect on the typicai profile of cases th^ currently make up the IRS accounts receivable 
inventory. 

Of all of the issues being discussed concerning the most effective methods of 
collecting federal tax debts in this country, public and private sector debt collectors agree 
that the earlier a debtor receives a request for payment, the greater the likelihood that 
such a debt will be collected. That is why private debt collectors do not want to work 
cases that are more than one year old. Private collectors want to work on the collection 
of federal tax debt that is approximately 180 days old. In the same testimony referenced 
earlier, the ACA’s proposed solution to the IRS accounts receivable inventory is that "when 
an IRS tax delinquency reaches 180 days, it should be turned over to the Financial 
Management Senrice of the Treasury Department. FMS, which has broad experience with 
private contractors will then turn those accounts over to private collection agencies 
(PCA's)." In other words, private collectors want to work those cases that are the easiest 
to collect! This would leave older, more difficult cases, (allegedly the profile of cases 
which have been unfairly offered to private collection agencies during the current IRS 
test), for IRS collection employees to work. Clearly, agreeing to contract out the 
collection of accounts receivable cases that are only 180 days old would only expose the 
IRS to greater criticism as its average cost of collections increased and its effective rate 
of collection decreased. 

Furthermore, it appears that, on average, private collection agencies may not be 
effective in the collection of such debt. Referencing its own study, ACA stated that "on 
accounts placed for collection within 30 days of delinquency, the average recovery rate 
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is 53%. After 90 days, the rate drops to 29%. After one year, the [collection] rate falls to 
10%. When an account is placed after 421 days of delinquency, the collection rate is only 
4%." 

GAO'S survey of states which have used private collectors tends to support such 
a notion. GAO found that “although many states, including 33 of the 43 states that 
responded to its survey, have used private collectors, their experiences have varied 
widely." Later in the same context, GAO stated that "using these states experiences as 
an indicator, IRS could expect some additional collections from its proposed pilot, but not 
necessarily a significant windfall." 

One of the most fundamental differences between the collection of tax debt and 
non-tax debt is the point at which such a debt is actually established and becomes due. 
In the private sector, a liability is established voluntarily when goods or services are 
purchased or when a lender approves a voluntary application for debt. Upon the approval 
of such an application, or upon the purchase of such goods or services, the debtor 
voluntarily agrees to pay such a debt, in full, at the time of the transaction or over a period 
of time through installments. If a debtor who has entered into a voluntary agreement to 
pay such a debt defaults on such an agreement, the collection process begins 
immediately subject to the terms and conditions of the installment agreement and the law. 

Tax liabilities and the collection ot such liabilities is dramatically different Tax 
liabilities are not established voluntarily. The IRS establishes a great deal of its accounts 
receivable inventory through the audit process. Taxpayers who disagree with the results 
of such an audit and the tax liabilities assessed, may exercise their rights through the 
administrative appeals process and pursue litigation. As a result, several years may pass 
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between the time a tax return is Hied or due and the time that the tax iiabiiity (account 
receivabie) is finaiiy iegaiiy established. Such a time lapse, in conjunction with the 
involuntary nature of tax liabilities, makes the collection of tax debt distinctive from the 
collection of non-tax debt. 

Mr. Gerald H. Goldberg, Executive Officer of the California Franchise Tax Board, 
reported similar conclusions based upon the Stale of California’s experience with the use 
of private debt collectors. Mr. Goldberg stated that "the collection of tax debt is different 
from the collection of much commercial debt in that the debtor often has questions about 
the underlying legitimacy of the debt This is true even thought the debtor has had 
previous notices and has not chosen to exercise his [or her] administrative protest and 
appeal rights before the debt became final. Taxpayers frequently feel that they do not 
owe the debt In other cases they may question the iegitirracy of penalty or interest 
calculations. Or they may assert that the debt was paid, but credited to the wrong year 
or the wrong account." Under the California private debt collection program, if a taxpayer 
or debtor raises a question regarding the legitimacy of his or her outstanding liability, 
private collectors are not allowed to take arty further action to collect on such a case. 
Such cases are simply referred back to the Califomia Franchise Tax Board for further 
action. 

Of the cases referred to private collectors, the State of Califomia reports that it 
receives payments in full from approximately 10% of the cases it refers. In other cases 
partial payments are received or die debt is simply written off as uncollectible. Such an 
experience tends to support GAO’s statement that “using these states' experience as an 
indicator, IRS could expect some additional collections from its proposed pilot, but not 



190 


necessarily a significant windfall." 

CONCLUSIONS TO BE DRAWN : 

NTEU adamantly opposes the use of private debt collectors to collect federal tax 
debt In this country. Clearly, it is no mystery that private debt collectors view the 
collection of federal tax debt as a potential source of new profits. In their testimony 
before the Subcommittee it was clear that they want to work the most recent cases, (less 
than 180 days old), on a contingency fee basis which is currently prohibited by statute. 
This dream of easy cases and big contingency fees is also the dream of many Revenue 
Officers and other IRS collection employees! But it is only a dream. Our tax system, 
which depends upon good faith and the voluntary compliance of our citizens, would not 
function as effectively as it currently functions if such a dream were allowed to become 
a reality. If we are to continue to maintain the delicate balance between taxpayers' rights 
and the federal government's right and responsibility to collect taxes, including delinquent 
tax debt. Congress must refrain from contracting out the collection of such debt to private 
contractors motivated by profit. 

Instead, Congress must focus its attention on the needs of IRS collection 
employees. These employees want to do the best job that they can. When properly 
funded and equipped with up-to-date technology, IRS collection employees can increase 
their efficiency and effectiveness and decrease this country's accounts receivable 
inventory. The success of the FY '95 Compliance Initiative proved this fact. There are 
other examples as well. The IRS Integrated Collection System, (ICS), which is currently 
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operational in two IRS districts and is currently being installed in six (6) additional district 
ofTices this fiscal year, has increased the dollars collected by Revenue Officers in these 
districts by thirty (30%) percent. With this new technology, these employees are working 
more cases, closing them faster, and collecting more dollars than ever before. These are 
the types of programs that Congress must continue to support and provide adequate 
funding for in the future in order to increase the rate of federal lax debt collection. 

NTEU would suggest that if this Subcommittee continues to pursue the use of 
private contractors to perform collection-related activities, it would be well served to also 
look to the seven (7) state agencies that have had private debt collection programs in the 
past and have dropped them. We would also recommend that the Subcommittee refer 
back to the numerous hearings which were held several years ago by former Chairman 
of the House Subcommittee on Cversight, Government Cperations Committee, 
Congressman Doug Barnard, which thoroughty investigated and brought to an end the 
practice of evaluating IRS collection employees based on the amount of revenue 


collected. 
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STATEMENT OF UNITED CREDITOR ALLIANCE CORP. 

I. INTRODOCTIOM 

United Creditor Alliance Corporation ("UCA") Is pleased to 
submit this written statement for the record for the April 25, 
1996 hearing on Tax Debt Collection Issues before the 
Subcommittee on Oversight, House Committee on Ways and Means. 

UCA strongly supports efforts to privatize certain 
collection activities relating to appropriate IRS outstanding tax 
debt and looks forward to working with the Subcommittee on this 
Important initiative. 


II. BACKGROUND 

UCA Is a division of the National Revenue Corporation, which 
out of over 6,000 collection agencies is the 4th largest In the 
country. The National Revenue Corporation is a subsidiary of 
Deluxe Corporation, a large Mew York Stock Exchange Company. The 
National Revenue Corporation Is a pioneer in the industry and was 
a winning bidder on a U.S. Department of Treasury collection 
contract in the early 1980's. Its division, UCA, recently won a 
contract to collect state taxes in Ohio, and has contracts with 
other states and municipalities. 

UCA is a national credit collection agency that has 
extensive expertise in a wide variety of collection activities 
gained from many years of handling millions of government, health 
care, retail consumer and commercial collection accounts. UCA 
has located and contacted hundreds of thousands of individuals 
and resolved hundreds of millions of dollars worth of outstanding 
debt. UCA's acquisition of key experienced management and line 
collection personnel as well as its expansion of other resources 
in the last several years has yielded a corporate clientele that 
includes many major U.S. companies including, American Express, 
Bank of America, Sprint Communications, Ameritech, Citicorp and 
AT&T Universal Card Services. 
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UCA subscribes to the highest ethical standards and 
recognizes the basic dignity of each debtor. UCA has developed 
Quality Programs and Incentive Progreuss that ensure a high degree 
of professionalism, minimize employee turnover and create an 
atmosphere of teamwork. 

UCA has an open-minded approach to individual client 
accounts and prides itself on its capacity to specifically tailor 
its programs for each client's situation while at the same time 
maintaining its ability to manage, direct and control large scale 
collection projects. 

UCA has developed a system of team management that enables 
it to respond quickly to the needs of its clients and has 
developed techniques and Implemented methodologies which have 
resulted in collection recoveries that are among the highest in 
the industry. UCA has pioneered the development of non- 
alienating collection techniques because this helps improve 
collection success and also because such techniques support the 
debtors dignity and retain the goodwill necessary for continued 
success . 

UCA believes that the knowledge, experience and expertise 
gained over the years by UCA and other private collection firms 
in the debt collection area can be applied to IRS debt collection 
activities in a manner which will increase Federal revenues, 
while maintaining the safeguards and protections expected of our 
Federal tax collection system. 

III. ISSUES RELATED TO THE PRIVATIZATION OF TAX COLLECTIONS 

The Department of Treasury and the Internal Revenue Service 
have expressed several concerns relating to the privatization of 
tax debt collection services. These concerns focus on taxpayers' 
rights; the danger of disclosure of taxpayers confidential 
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information; and, the delegation of functions that are inherently 
governmental in nature, OCA shares the concerns registered by 
the Department of Treasury and the IRS and offers the following 
comments : 

A. Respect of taxpayers' rights. UCA has invested a great 
deal of energy and man-hours in developing non-confrontational 
collection methods that are premised on the utmost respect for 
the basic dignity of the debtor. In addition to the statutory 
bars to certain collection methods, UCA recognizes that without 
the cooperation of the debtor, most collection attempts will be 
in vain. Typically, UCA will trace debtors to update information 
relating to current addresses and employers and spend time with 
the debtor to make the debtor aware of the debt, its amount, 
payment options and any reporting requirements. UCA employees 
endeavor to offer these services with a customer service 
mentality so that the debtor will remain as comfortable as 
possible while dealing with our professionals. Any failure on 
the part of UCA personnel to maintain this demeanor in dealing 
with debtors will only result in the ultimate disservice to our 
clients. 

As applied to the collection of IRS tax debt, UCA supports 
the application of all provisions of the law governing taxpayer 
rights to private collection firms. In addition, UCA supports 
the application to private collection firms of all the provisions 
of the "Taxpayer Bill of Rights 2," a bill which recently passed 
the House of Representatives. Application of these rules of law 
to both the IRS and private collection firms will ensure that 
taxpayers are fairly treated throughout the collection process. 

B. DiseloBiire of taxpayers' oonfidential information. 

Depending on the structure of the collection contract with a 
client, UCA has as much or as little access to debtors files as 
its clients desire. In many cases, UCA simply provides tracing 
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and contact services for clients so that the only Information to 
which UCA personnel have access Is rudimentary Information, such 
as the debtor's neuse, last known address, telephone number, 
employment Information and the amount owed. 

UCA believes control over IRS tax records or other sensitive 
Information should remain In the control of the IRS. As stated 
above, UCA fully supports the application of all laws governing 
taxpayers rights to private collection firms. 

C. Oelegation of Inherent government funotlons. The 
Department of Treasury and the Internal Revenue Service have both 
registered concerns relating to the delegation of Inherent 
government functions. 

UCA believes that many of these concerns can be addressed In 
the contracting process. No power should be delegated to a 
private collector that the government would not want delegated. 

If Congress and the federal government ultimately determine that 
Implementation of private collection contracts Is In the best 
Interest of the country, then the rules and guidelines governj.ng 
the underlying service contracts with any debt collection firm 
can appropriately Incorporate the powers and techniques that 
should be delegated. If a private collection company was not 
granted the authority under a contract to compromise tax debt for 
less than full value or to seize property on behalf of a client 
before a judgment confirming debt, then this practice would not 
take place. There would be no economic incentive for a 
collection agency to Implement these techniques, especially a 
collection agency for the federal government, if the success of 
the collection would be compromised by illicit collection 
activities. It is simply not worth jeopardizing a contract to 
act beyond the scope of activities allowed by that contract. 
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There are many collection eervlces that are deemed 
permissible by the Department of Treasury and the IRS and that 
could be incorporated in a contract with a private collection 
firm. These permissible services Include permitting a private 
collection firm to trace and recover delinquent taxes. According 
to the Department of Treasury and the IRS, a private collection 
firm could provide locator services; mail notices of debt due and 
include information on the amount owed and payment options; 
contact debtors by telephone to remind them of their debt; secure 
intentions to repay on the part of debtors; provide lock box 
services for receipt and processing of payments; provide data 
processing performed in connection with tax collection; provide 
research and data gathering services; and provide financial 
audits of support services. All done through a contracting 
process which will govern the scope of private collection firm 
activity. 

UCA supports the ability of the IRS to contract out the 
above described activities. Other permissible activities may 
also be appropriate and could be reviewed as part of the 
privatization initiative. 

Concern has also been raised over the types of debt which 
should be initially subject to a privatization effort. UCA 
believes that a reasonable approach should be tedcen and supports 
the use of private collection activities for IRS "Deferred 
Accounts" (those that the IRS does not pursue because they fall 
below an IRS-established threshold) , and certain "Currently Non- 
Collectible" ("CNC") accounts. 

UCA does not believe it would be efficient or in the best 
interest of the government or taxpayers to pursue at this time 
accounts which the IRS has already reviewed and deemed 
inappropriate to pursue. UCA, therefore, does not believe "CNC- 
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Hardship" cases should be Initially subject to privatization 
efforts. 

D. Payment for aarvlaea. UCA has noted that there is 
concern over the ability of the federal government to structure 
payments under collection contracts on the basis of the amount 
collected. There has also been general concern raised in the 
wisdom of allowing this type of payment structure. UCA 
appreciates the concern that any payment structure based on the 
amount collected could ultimately lead a collection agency to use 
overly aggressive collection methods. But at the same time, the 
government must evaluate the overall effectiveness and efficiency 
of the system that it wishes to create. 

Any payment system that does not place a premium on 
collections will not work to the advantage of the government. 

The simple fact of the matter is that if a company receives a 
flat fee for collections, the incentive to consistently improve 
and refine its collection methods does not exist. The government 
must place confidence in the fact that the types of collection 
methods can be regulated by law and under the contract with a 
private collection agency. So regulated, those methods will be 
respected. Any collection company that acts contrary to these 
mandates will lose its contract and suffer any other consequences 
proscribed by law. This is more than enough incentive to work 
within the collection parameters demanded by the government. 

To the extent that this type of payment arrangement is 
prohibited under the Prompt Deposit Act’ or section 7809 of the 
Internal Revenue Code, the Congress should consider revisiting 
these statutes to make sure that the system that they propose to 
create has the opportunity to function properly. 


1 


31 U.S.C. S3302. 
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UCA believes that a payment system involving premiums and 
other Incentives can be established in a manner to ensure 
taxpayer rights and government protections. UCA believes this 
type of system is the most efficient and beneficial for both the 
government and the private collection firms and urges the 
Subcommittee to consider this form of payment for services in 
more detail. 

IV. CONCLUSION 

UCA looks forward to working with the Committee, Congress 
and the Department of Treasury in constructing a private 
collection system for IRS outstanding tax debt that works to the 
advantage of all parties in the system. 

We thank the Committee for the opportunity to submit this 
written statement for the record. 
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April 24, 1996 


Phillip D. Mosely, Chief of Staff 
Committee on Ways and Means 
U.S. House of Representatives 
1102 Longworth House Office Building 
Washington, DC 20515 

Re: Hearing on Tax Debt Collection 

Dear Mr. Mosely: 

During the upcoming hearings to be held by the subcommittee concerning the 
management of the Internal Revenue Service accounts receivable Inventory and the 
effectiveness of measures put Into place over the past several years to Improve the 
Service's management of the Inventory, we would propose that the subcommittee also 
look at the possibility of offering a federal tax amnesty program. 

Numerous states and local governments have offered such programs in the past 
and one state currently has such a program in place. Several states have even 
offered amnesty programs more than once. To our knowledge, not one of these states 
has suffered a loss of tax revenue because of the program, and, In fact, the states 
have placed taxpayers on the tax rolls who had not been paying their share of taxes 
in Che past. 

We have been to numerous meetings and seminars where representatives of Che 
Service have spoken about this Issue. The thrust of their comments Is that it would 
not be fair to Che majority of taxpayers who are paying their taxes. The Service 
seems to be quite proud of the fact that they have budgeted more than $100 million 
Co the area of finding and collecting taxes from non-filers. The subcommittee is 
meeting to discuss the use of private collection agencies to collect delinquent 
federal taxes. Again more funds would be expended for delinquent taxpayers and 
unpaid taxes . 
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Phillip D. Mosely, Chief of Staff 
Comniittee on Ways and Means 
U.S. House of Representatives 
April 24, 1996 


There are several reasons why taxes are not paid nor returns filed, not all of 
which have a criminal Intent. We have obtained numerous clients who stopped filing 
because of a sudden health crisis, loss of records due to natural disasters, and 
Just fear of not being able to pay the tax due and then being prosecuted for this 
failure. Many tines an event causes the taxpayer to niss filing for one year and 
out of fear, ignorance, or other reasons, they continue with this non- filing 
pattern. Many of these people feel a real sense of relief when they finally deal 
with the issue and file returns chat are past due. 

We would suggest that ic is unfair to Che majority of taxpaying cicizens Co 
continue spending millions of dollars to collect past due taxes as opposed to taking 
a step that many states have taken to get people back on the tax rolls. If a 
federal amnesty program were put into place for six months, we believe Chat many of 
Che delinquent taxpayers would come forward and file delinquent returns and pay the 
back taxes. More Importantly, they would be back on Che tax rolls and would pay 
taxes in the future. The cosC of such a program would be the abatement of penalties 
Chat in many cases would be eliminated or negotiated through an offer in compromise 
or bankruptcy proceeding. The time has come to address this issue realistically and 
not let the Service's statements dictate how the law abiding taxpayer feels about 
the issue of a federal amnesty program. 

The thrust of the subcommittee hearings could then be focused on how to 
prosecute those taxpayers who do not Cake advantage of this program. Many states 
deal with this issue and it would serve the public if it were addressed at the 
national level In a forum that serves the public. 

Very truly yours, 

WATKINS, MEEGAN, DRURY & COMPANY, L.L.C, 


JCW/pf 


James C. Wagenmaiyi^ j 
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